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ings Institution is in a very real sense an institutional product. 
Before a suggested project is undertaken it is given thorough 
consideration, not only by the Director and the staff members 
of the Institute in whose field it lies, but also by the Advisory 
Council of The Brookings Institution. As soon as the project 
is approved, the investigation is placed under the supervision of 
a special Committee consisting of the Director of the Institute 
and two or more selected staff members. 
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with the author in planning the analysis and to give such aid as 
may be possible in rendering the study worthy of publication. 
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Institution, if the study turns out to be defective in literary form 
or if the analysis in general is not of a scholarly character. If, 
however, the work is admittedly of a scholarly character and yet 
members of the Committee, after full discussion, can not agree 
with the author on certain phases of the analysis, the study will 
be published in a form satisfactory to the author, aud the dis- 
agreeing Committee member or members may, if they deem the 
matter of sufficient importance, contribute criticisms for publi- 
cation as dissenting footnotes or as appendices. 

-lfter the book is approved by the Institute for publication a 
digest of it is placed before the Advisory Council of The Brook- 
ings Institution. The Advisory Council does not undertake to 
revise or edit the manuscript, but each member is afforded an 
opportunity to criticize the analysis and, if so disposed, to pre- 
pare a dissenting opinion. 


2060203 


DIRECTOR'S PREFACE 


Five years ago the Institute of Economics published 
a volume, American Loans to Germany, prepared by 
the author of the present book. That study covered 
the 69 German loans publicly offered in the United 
States in 1924-26, and a subsequent German edition 
brought this up to date by analyzing the 121 loans 
offered in 1924-28. Since 1928 only 14 German loans 
have been issued in America. 

One phase of the question, namely, bankers’ profits 
from these German Joans, was treated very scantily in 
the former volumes because the then available ma- 
terial was quite inadequate. The recent Hearings of the 
Senate Committee on Finance on the sale of foreign 
bonds or securities in the United States have revealed 
a mass of information covering this aspect of the prob- 
lem. The present study attempts to ascertain what 
profits accrued to the bankers who brought out German 
loans in the United States. Besides information pre- 
sented in the Hearings, valuable supplementary mate- 
rial has kindly been furnished the author by a number 
of New York investment banks. This sheds much light 
upon a question about which there has previously been 
great doubt. 

The members of the staff who served on the com- 
mittee which co-operated with the author in the prepa- 
ration of this volume were Harold G. Moulton and 
Charles O. Hardy. 

Epwin G. Nourse 
Director 
Institute of Economics 
July 1932 
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INTRODUCTION 


The heavy drop in prices of German bonds following 
the default of many South American loans has aroused 
a bitter feeling against the “international banker.” 
One factor which particularly irritates the public is the 
belief that the bankers derived excessive profits from 
the sale of these bonds while investors who had to resell 
them suffered severe losses. The main object of this 
study is to ascertain the extent of the bankers’ profits. 

Bankers’ profits from loan issues depend (1) on the 
spread between the price paid by the bankers to the 
borrower and the price paid by the bond purchaser to 
the banker, and (2) on the expenses and losses incurred 
in selling the bonds. 

In the case of publicly offered loans the price of 
issue, of course, is always known. British bankers fre- 
quently also publish the price which they have paid 
for the loan. The prospectus for the £1,000,000, 7 per 
cent 20-year Trust Certificates of the Berlin Textile 
Trades Corporation, offered in December 1925, at 93, 
thus says: 


Helbert, Wagg & Co., Ltd., have purchased the bond at the 
price of 86 per cent. They are paying Stamp Duty on the Trust 
Certificates 2 per cent, underwriting commission 13 per cent, 
over-riding commission 1 per cent, and the expenses of this offer, 
including brokerage and advertising. 


American banks, as a rule, do not disclose the pur- 
chase price of the loans they offer. The student who 
wants to ascertain the price paid by an American bank, 
therefore, has to resort to the scanty data published 
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in the commercial and financial press, the annual re- 
ports and balance sheets of the borrowing corporations, 
and so on. But this information is neither comprehen- 
sive nor sufficiently trustworthy, and it does not bear 
at all on the distribution of the various commissions 
among the banks participating in the sale of the bonds 
nor on the profits which they derived therefrom. 

So far as American foreign loans in the last decade 
are concerned this situation has been greatly improved 
through the publication of the Senate Hearings on 
the sale of foreign bonds or securities in the United 
States, held from December 18. 1931 to February 10, 
1932.' These volumes, which cover 2.179 pages and 
also include some very large tables, contain an enor- 
mous mass of information on the spread between the 
purchase price and the offering price of foreign bonds 
floated in the United States, on the distribution of 
the commissions, and on the profits of the banks. If 
these volumes should be indexed, any one interested 
in a particular foreign loan would have a chance of 
securing much more detailed information than here- 
tofore. But it still remains impossible for a student 
not thoroughly familiar with all the facts and the prob- 
lems involved to appraise judiciously the data pre- 
sented in this valuable publication; and this mainly for 
three reasons: 

(1) The data submitted by the individual witnesses 
were not presented according to a uniform method and, 
therefore, in many cases are not strictly comparable. 

(2) Each witness presented data only on those for- 
eign loans with the issue or distribution of which he was 


! 72 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 before the Committee on Finance, Parts 1-4. 
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directly connected; a considerable number of foreign 
loans issued in the United States, therefore, are not 
mentioned at all. 

(3) The commissions as stated do not always in- 
clude the total compensation received by the bankers 
who issue 2 loan. 

A critical appraisal of the spreads, the various com- 
missions, and the profits covering the American loans 
of all foreign countries would then presuppose a famil- 
iarity with the pertinent loan agreements such as no 
individual and perhaps no group of students possesses. 
We shall confine our analysis to the German loans with 
which we are familiar as a consequence of former 
studies.” 

The principal sources from which we draw the basic 
material of our analysis are: (a) loan agreements, 
trust indentures, bond circulars, listing applications, 
balance sheets; (b) the Senate Hearings on the sale of 
foreign bonds; (с) information kindly furnished by 
various banks. 


* See Robert R. Kuczynski, American Loans to Germany (1924-26), 
New York, 1927; Deutsche Anleihen im Ausland 1924-1928, second 
German edition, Berlin, 1929. 


CHAPTER 1 
AMOUNT OF LOANS INVOLVED 


American credits to Germany have been granted 
mainly in the following forms: 

(1) German dollar loans publicly offered in the 
United States: 

(2) German dollar and mark loans privately placed 
in the United States; 

(3) Purchase by Americans of German dollar, 
mark, and other bonds! publicly offered or privately 
placed in foreign countries: 

(4) Purchase by Americans of mortgages on Ger- 
man real estate: 

(5) American deposits in German banks; 

(6) Commercial and other short-term credits 
granted by American firms. 

We shall discuss in this volume only German dollar 
loans publicly offered in the United States since 1923.* 

One hundred and thirty-five German dollar loans 
have been publicly offered in the United States since 
1923. The first loan was the $110,000,000 Repara- 
tion loan to the Reich, offered in October 1924. There 
was only one other, a $10,000,000 loan. issued before 
the end of that year. During the 50 months from 
January 1925 to February 1929 not less than 124 loans 
with a par value of $1,135,775,000 have been offered. 
Six more loans aggregating $62,500,000 were issued 
from October 1929 to April 1930. Then followed 


1 We use in this study the term “ bonds ” for any kind of participation 
in loans offered to the public (bonds, debentures, notes, etc.). 
? We shall, however, in Appendix D analvze some German dollar 
loans privately placed in the United States. 
*See Appendix A. 
- 4 
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German Loans Ровілсиу OFFERED 1N THE Uniten States, 1924-30 


Approximate Amount 
Outstanding 


Numher Floated June 1, 1932 
Year of Total Issue in the ——— 

Loans United States » "nes 
g oated in the 
Total United States 
2 $120,000,000 | $119,000,000 $74,456,400 $74,456,400 
2А 233,950,000 208,997,500 163,038,500 144,882,500 
39 296,050,000 248,205,000 236,675,000 197,369,500 
19 287,225,000 241,068,000 223,241,000 173,787,000 
33 284,950,000 249,603,000 266,563,000 232,503,500 
ү 42,100,000 30,066,000 39,742,000 28,554,500 
7 166,250,000 152,092,000 156,684,500 | 142,777,500 


135 [515130:525,000 $1,239,031,500 |$1,160,400,400 | $994,330,000 


in June 1930 the second $98,250,000 loan to the Reich. 
Another $4,000.000 loan and a $10,000,000 loan were 
floated in June and July respectively. Since July 1930 
no German loan has been publicly offered in the United 
States. 


The total par value of the 135 loans issued since 
1923 was $1,430,525,000. But part of the bonds were 


Loans Ассокр1хс To Borrowers, 1924-30 


Approximare Amount 
Outstanding 
Number Floated June 1, 1932 
Borrowers of Total Issue in the 
Loans United States А 
Total Floated in the 
United States 
German 
Republic 2 $208,250,000 $208,250,000 3169,134,900 | $169,134,900 
States, б 1 135,000,000 115,650,000 92,784,500 75,796,500 
Province 
mun 
palities 20 109,100,000 103,425,000 88,132,000 82,915,000 
Public util- 
ity cor- 
parations a 404,700,000 276,883,000 264,327,000 222,155,000 
Industrial 
corpora- 
vane ioe 28 301,725,000 214,418,500 227,856,500 171,529,000 
Public 
credit in- 
stitutions 19 254,350,000 213,435,000 210,547,500 177,082,000 
Private 
commer- 
cial corp. п 105,600,000 94,070,000 96,017,000 84,632,000 
Religious 
orga - 
Коно 3 13,500,000 12,900,000 11,601,000 11,086,500 
Total... 135 $1,430,525,000 | $1,239,031,500 | $1,160,400,400 | $994,330,900 
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sold abroad. The total par value of the bonds floated 
in the United States was $1,239,031,500. 

Nineteen of the 135 loans have been entirely re- 
deemed; 100 have been partially redeemed. Of the 
original par value $1,160,400,400 or 81 per cent is 
still outstanding. The par value of the amount floated 
in the United States which is still outstanding is $994 - 
330,900. This is about one-half of the par value of 
all German publicly offered foreign bonds which are 
still outstanding.' 


“According to the official German statistics, the total amount of 
German foreign long-term loans outstanding on Dec. 31, 1931 was 
about 8,445 million reichsmarks or $2,011,000,000. (See Wirtschaft und 
Statistik, Vol. XII, p. 216.) This figure includes privately placed loans 
but excludes loans maturing within less than five years. 


CHAPTER П 
SAFETY OF THE LOANS 


American bankers have repeatedly been warned by 
American officials as to the safety of German bor- 
rowings; but these warnings were directed almost 
exclusively against loans to German states and 
municipalities. 

(1) According to an agreement between the De- 
partment of State and American investment bankers, 
negotiated in 1921-22, American banks publicly offer- 
ing foreign loans for sale inform the American 
government of contemplated issues. In the case of the 
first German dollar loan, the Dawes loan, the Depart- 
ment of State, in reply to the bankers’ notification of 
the issue, merely stated that "in the light of the 
information before it, the Department of State offers 
no objection to the flotation of this issue in the 
American market.” ? 

When, five weeks later, the Guaranty Co. of New 
York notified the Department of their intention to 
purchase $5,000,000 one-year discount notes of the 
State of Bremen;? the Department, although no public 
offering was intended, replied “ that in the absence of 
information concerning the attitude of the German 
government in the matter, and without knowing 


"See Appendix E, Documents I and Н. 

See Appendix E, Document ІН. 

* бее letter of Raleigh S. Rife to Dr. Arthur N. Young, economic 
adviser, State Department, Nov. 24, 1924, 72 Cong. 1 sess., Sale of 
Foreign Bonds or Securities in the United States, Hearings on S. res 
19 hefore the Committee on Finance, p. 951. 
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whether the proposed financing has the approval of 
the authorities set up to administer the Dawes Plan, 
this Department regrets that it is not in a position to 
express any view with reference to this financing." * 
Thereupon the Guaranty Co. of New York sent the 
following message by wire to the State Department: 


Replying to your letter of November 26 reference EA 
862.51 B75-7 the Minister of Finance of the German Reich 
has written an official letter to the State of Bremen to the effect 
that the Ministry of Finance has no objection to the issuance 
of the $5,000,000 one-year loan. We are given official permis- 
sion to publish this letter. With regard to approval by the au- 
thorities set up to administer the Dawes Plan, by which we 
assume the Department means the Transfer Committee, we 
have received opinion af German counsel and verbal statements 
of Mr. Owen Young while he was abroad the substance of 
which is that revenues and assets of the State of Bremen are 
not specifically pledged under Dawes Plan and that as the 
Transfer Committee has to do only with payments which come 
in under the Dawes Plan the Transfer Committee could not be 
expected to give its approval or disapproval on such loans which 
are entirely out of its province. We feel it no breach of con- 
fidence to say to our State Department that our representatives 
in Paris, Berlin, and London have at various times discussed 
this whole matter quite fully with Mr. Young and we have 
had the benefit of his views which we have always considered 
to be favorable to this business. Before leaving Germany Mr. 
Young expressed opinion to our representatives that he saw 
no legal objection to this loan so far as the Dawes Plan is con- 
cerned. Same opinion was also expressed by Mr. Gilbert’s 
office. Mr. Young is out of town, until Tuesday next, other- 
wise we should have discussed the matter with him.* 


* See letter of Leland Harrison, assistant secretary (far the Secretary 
of State) to Raleigh S. Rife, Guaranty Co. of New Yark, dated Nov. 
26, 1924, Hearings an $. res. 19, р. 951. 

“Telegram of Н. Stanley, president of the Guaranty Co. of New 
York by private wire ta the Washington office of Guaranty Co. af 
New York, Nov. 28, 1924, for delivery to Leland Harrison, assistant 
secretary of state. The same, p. 952. 
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The Department of State in its reply, without dis- 
cussing the views of Guaranty Co. of New York, called 
their attention (a) “ о the provisions of Article 248 
of the Treaty of Versailles under which the cost of 
reparations and other costs arising under that treaty 
or agreements supplementary thereto are constituted 
a first charge upon all the assets and revenues of the 
German Empire and its constituent states, subject to 
such exceptions as the Reparation Commission may 
approve "; (b) “ со the provisions of a decree passed 
by the German government on November 1, 1924, 
providing that authority must be obtained from the 
federal Minister of Finance for the flotation of foreign 
loans’; and (c) to “ the possible bearing of the Dawes 
Plan upon the future service of German loans floated 
in foreign markets." The Department added that 
“ subject to these considerations and in the light of the 
information at hand” it " offers no objection to the 
financing in question." * 

(2) As to dollar loans to private German enter- 
prises, the first of which was issued in December 1924, 
the Department of State until August 1925 merely 
used the “ no objection" formula. As to loans to 
German public agencies it qualified this negative assent 
by stating that “the Department assumes that ap- 
propriate examination has been made in connection 
with the proposed loan of the provisions of Article 
248 of the Treaty of Versailles, and of the possible 
effect of the Dawes Plan upon the transaction." * 


* See letter of Leland Harrison, assistant secretary (for the Secretary 
of State) to Guaranty Co. of New York, Dec. 1, 1924. The same, 
p. 952. 

* See Appendix E, Document III. 
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(3) For about two months, beginning with August 
11, 1925, the Department of State used one and the 
same formula in replying to bankers considering the 
issue of loans to any German borrower (private or 
public) : 

It is presumed that in considering the disposal of these securi- 
ties to your American clients you have made sufficient investi- 
gation into the purposes to which the money proceeds will be 
devoted to assure yourselves that the loan will increase the 
productivity of Germany in an amount at least sufficient to 
furnish, directly or indirectly, the exchange necessary for the 
service of the loan and to facilitate payments under the Dawes 
Plan, It is also presumed that, in connection with the proposed 
loan, you have considered the provisions of the Dawes Plan 
relating to the control of the transfer of German payments 
made pursuant to that plan. . . $ 


(4) From October 1925 until July 1929 the De- 
partment of State sent much more extensive letters to 
the bankers? In each case the Secretary of State first 
called attention to the large amount of American 
credits to Germany. 


In these circumstances the Department believes that American 
bankers should examine with particular care all German financ- 
ing that is brought to their attention, with a view to ascertain- 
ing whether the loan proceeds are to be used for productive and 
self-supporting objects that will improve, directly or indirectly, 
the economic condition of Germany and tend to aid that country 
in meeting its financial obligations at home and abroad. In 
this connection I feel that I should inform you that the Depart- 
ment is advised that the German federal authorities themselves 
are not disposed to view with favor the indiscriminate placing 
of German loans in the American market, particularly when 
the borrowers are German municipalities and the purposes are 
not productive. 


“For full text, see Appendix E, Document III. 
"For full text and other details, see Appendix E, Document III. 
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Moreover it cannot be said at this time that serious com- 
plications in cannection with interest and amortization pay- 
ments by German borrowers may not arise from possible future 
action by the Agent General and the Transfer Committee. . . . 
It seems to the Department, therefore, that before issuing such 
loans you should inform yourselves whether the Transfer Com- 
mittee will place any priorities or obstacles in the way of trans- 
ferring funds for the payment of principal and interest and 
that you should make clear to your clients the full situation.!? 


In the case of proposed issues of loans to German 
states the Department added at this place a paragraph 
regarding Article 248 similar to the one in use in the 
earlier periods. The next paragraph used both for 
state and other loans, but omitted from November 
1925 on, read as follows: 


"These risks, which obviously concern the investing public, 
should in the opinion of the Department be cleared up by you 
before any action is taken. [f they cannot be definitely eliminated, 
the Department believes that you should consider whether you 


do not owe a duty to your prospective clients fully to advise 
them of the situation. 


After the publication of the report of the Young 
Committee, the Department discontinued the use of 
this long form of response and replied to letters re- 
garding German loans in the same brief formula then 
adopted for other foreign loans, namely, '" The De- 
partment is not interested in the proposed financing." 


We shall now turn to the information and warnings 
which American bankers received from Mr. S. Parker 
Gilbert, agent general for reparation payments. 


" From December 1925 on, the demand to make clear to prospective 
clients the full situation was omitted. The Department merely said 
* it believes that in the interest of yourselves and of your prospective 
clients you should give careful consideration to this question." 
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(5) In his first annual report Mr. Gilbert reported 
approvingly on the restrictions of German municipal 
foreign borrowings through the government of the 
Reich, but at the same time favored the forcign 
borrowings of German private enterprises: 

Foreign loans to industry and agriculture and the purchase 
of participations in industrial enterprises are likely to serve 
a more beneficial purpose, and at the same time stimulate the 
production of goods for use in the domestic market or for 
export.!! 


(6) In a letter to a New York bank, dated Paris, 
November 3, 1926," Mr. Gilbert said: “1 am con- 
stantly amazed at the recklessness of American bankers 
in offering to the public the securities of German states 
on the basis of the purely German view of Article 248 
of the Treaty of Versailles,” the purely German view, 
not “ accepted by either the Allied governments or any 
of the reparations authorities," being “ that Article 
248 is in suspense so long as Germany faithfully per- 
forms her obligations under the experts’ plan.” 

(7) Mr. Gilbert also placed before certain Ameri- 
can bankers who consulted him as further evidence 
of the risk involved in Germany a letter of Sir William 
Leese, dated October 26, 1926. Sir William Leese 
of the Bank of England had been asked “ to advise 
whether certain statements in the prospectus issued 
by the City of Hamburg and State of Prussia in con- 
nection with their recent loans conflict with the terms 
of the German external loan of 1924." He shared Mr. 
Gilbert's opinion on the invalidity of the German view 


" Report of the Agent General for Reparation’ Payments, Nov. 30, 
1925, p. 57. 

" бее Appendix E, Document V. 

™See Appendix E, Document IV. 
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that the states have granted no priority and pledged 
no part of the state revenues as security for the Dawes 
loan. He was specifically emphatic in refuting the 
borrowers' statements as to the retention or acquisition 
of foreign currency: 


Upon this point both prospectuses are in my opinion sub- 
stantially untrue and misleading. They state that no German 
law nor any international engagement assumed by the German 
government involves any restriction upon the acquisition by 
the state in question of the foreign exchange requested to meet 
the external obligations evidenced by its bonds. This may bs 
literally true in the sense that at the present moment, so far 
as | am aware, it has not been found necessary by the German 
government to impose in any quarter any restriction upon 
the acquisition of foreign currency and perhaps for that reason 
it is more misleading, for it is far from the whole truth. 


(8) Mr. Gilbert had in the meantime likewise 
expressed his dissenting opinion as to the liability of 
the states for reparation payments in a letter of 
September 20, 1926 to the Finance Minister of the 
Reich, but the full text of this letter has never been 
published and its existence became known only through 
some quotations in the Agent General's report of 
December 10, 1927. It is indeed noteworthy that the 
only reference to be found in his official reports before 
December 1927 is the following very mild statement, 
published four weeks after his very strong letter to 
the New York banking house: 

The provisions of Article 248 of the Treaty of Versailles, 
which affect foreign loans of the states as well as those of 
the Reich, appear to have exercised less restraining influence 
than their terms would presuppose. The Treaty says: 

“ Subject to such exceptions as the Reparation Commission 


may approve, a first charge upon all the assets and revenues 
of the German Empire and its constituent states shall be the 
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cost of reparation and all other costs arising under the present 
Treaty or any treaties or agreements supplementary thereto 
or under arrangements concluded between Germany and the 
Allied and Associated Powers during the Armistice or its 
extensions.” 1% 


(9) On October 20, 1927, Mr. Gilbert sent to the 
Finance Minister of the Reich a " Memorandum for 
the German Government which was published as 
Annex I to his report of December 10, 1927.” 

In this memorandum he criticizes the financial policy 
of the German public authorities and in particular their 
tendencies toward overspending and overborrowing. 


Recent developments in public finance do not appear to be 
in the interests either of German economic life or of the exe- 
cution of the experts' plan. The evidences, in fact, are accumu- 
lating on every side, and more rapidly within recent months, 
that the German public authorities are developing and execut- 
ing constantly enlarging programmes of expenditure and of 
borrowing, with but little regard to the financial consequences 
of their actions. The rising level of public expenditure is 
already giving an artificial stimulus to economic life, and it 
threatens to undermine the essential stability of the public 
finances. If present tendencies are allowed to continue un- 
checked, the consequence is almost certain to be serious eco- 
nomic reaction and depression. and a severe shock to German 
credit, at home and abroad. 

The remedies consist primarily in reversing the present ten- 
dencies toward overspending and overborrowing, and applying 
instead a régime of strict economy and of ordered public 
finance. These are remedies which lie largely in the hands of the 
German government, and, if they will act promptly and ef- 
fectively, the Reich and the other public authorities still have 
it in their power to prevent a crisis.!* 


“Report of the Agent General for Reparation Payments, Nov. 30, 
1926, p. 59. 

“The same, Dec. 10, 1927, рр. 193-205. 

“The same, pp. 194-95. 
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He says here again that the foreign borrowings “ of 
the states particularly have tended to raise difficult 
questions under the Treaty of Versailles and the 
related provisions of the experts’ plan.” !" 

(10) In his report of December 10, 1927, Mr. 
Gilbert dwells anew on the dangers of foreign state and 
municipal borrowings. 


The access of the states and communes to the foreign money 
markets has facilitated the acquisition of funds for their grow- 
ing programmes of expenditures and at the same time it has 
tended to expand the volume of credit in Germany. That their 
ability to borrow abroad was a source of possible danger to 
Germany's economic recovery was recognized soon after stabili- 
zation became effective, and resulted in the formation of the 
Beratungsstelle, an advisory office acting under the general 
auspices of the Finance Ministry, to exercise some measure of 
control] over the volume of foreign borrowings by the states 
and communes.!* 


The inflow of foreign credit in recent months, by reason 
of its size and speed, raises the question whether foreign loans 
in such volume are still serving the purposes of German re- 
construction. In so far as they have provided the public authori- 
ties with additional spending power at a time when industry was 
already actively engaged the incoming foreign loans have merely 
stimulated expansion, and so have interfered with the solid work 
of reconstruction. There remains, no doubt, a proper field for 
the use of foreign credit, which may include some of the under- 
takings committed to the charge of the public authorities.'* 


'The part which foreign loans have played in building up the 
reserves of the Reichsbank, in supplying a broader basis for 
domestic credit, in providing funds for agricultural and in- 
dustrial rehabilitation, and in replenishing stocks of foreign 
raw materials and goods, has already been described in previous 


“The same, р. 201. 
“ The same, p. 71. 
™ The same, p. 87. 
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reports. It needs no further comment here than that the 
progress already made could not have been attained without 
them. 

But the question at present is not what foreign funds have 
done in the past for the benefit of Germany, but how far they 
can be usefully absorbed in the future and to what extent they 
might even prevent, if they continue to flow in in their recent 
volume, the consolidation of the advancement already made.*? 


Here again the Agent General emphasizes the vast 
difference he sees between the foreign borrowing ol 
private enterprises and of public authorities: 


Generally speaking, it may be assumed with industry and 
trade that the ordinary safeguards against overspending and 
overborrowing will prevail, and that private enterprise will not 
borrow unless it sees its way clear to profit by fresh funds or 
unless it is driven to it by necessity; and in such cases, it may 
be expected that the lender on his side will form his own judg- 
ments and act accordingly. These considerations furnish a 
natural check on the borrowings of private industry and com- 
merce, and may be relied upon to provide their own penalties 
quickly enough in cases of unsound or excessive borrowing. 

With respect to the states and communes and the public 
enterprises the position has been different. Here varying factors 
entered into the considerations of a loan: matters of prestige 
of one city against another; questions of social or political ad- 
vantage; needs for extension of transportation, lighting and 
water-works facilities neglected during the war; demands for 
housing, agricultural development and so on. The productive 
activities of state and city administrations in Germany often led 
them to borrow far extensions and improvements. The proceeds 
of such loans might easily release for unproductive and non- 
essential expenditures revenues which in the absence of borrow- 
ing would normally have been devoted, in part at least, to pro- 
ductive purposes. The foreign bankers on their part have been 
mainly interested in the amount of bonded debt already out- 
standing and in the sufficiency of the revenues to meet the service 
of the loans. Owing to inflatian, state and city debts in Germany, 


“The same, p. 89. 
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even after revalorization, remain relatively low, and the general 
taxing power can be relied upon for the service of their securi- 
ties. Thus, most of the ordinary restraints upon private borrow- 
ing have been lacking in the case of the states and communes, 
not only as regards the borrower but with the lender as well.” 


He once more fully states in this report his opinion 
on the relations of foreign loans to reparation pay- 
ments.” 


Since 1927 Mr. Gilbert's reports on the whole ex- 
pressed satisfaction with the German government's 
restricting influence upon foreign borrowings by the 
public authorities.? Moreover, he emphasized re- 
peatedly that, in spite of the reparation payments, the 
formation of capital within Germany was larger than 
the accumulation of foreign debt.?* While he refrained 
from explicitly encouraging loans of any kind, he said 
nothing which could be interpreted by American 
bankers as warnings against the issue of further 
German loans.” 


™ The same, pp. 96-97. 

™ See Appendix E, Document VI. 

? See Report of the Agent General for Reparation Payments, June 7, 
1928, pp. 2, 70-74. 

? See the same, pp. 77-78; Dec. 22, 1928, рр. 109-10, 118. 

?]|n his final report as agent general for reparation payments, 
covering the execution of the Dawes Plan through the fifth annuity 
year and the transition period under the Hague Agreements up to 
May 17, 1930, he summarized his opinion as follows: 

“The consideration of the economic effects of foreign borrowing 
belongs to preceding years rather than to the present, and the dis- 
cussions given in previous reports are not repeated here, except by 
way of referring to the general function which foreign funds have 
performed. Without reference to the specific purpose which any par- 
ticular loan was intended to serve, it is clear that foreign credits as a 
whole have greatly accelerated the process of German reconstruction, 
by providing essential funds at a time when the German economy 
was not yet strong enough to provide them for itself. The proceeds 
of foreign loans, upon entering into the German economy, supplied 
the material out of which German labor and enterprise could create 
new and larger domestic values, and in the four years of active bor- 
rowing, considering conditions at the start and the funds then avail- 
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Did the American investment bankers heed the 
warnings of the State Department and the Agent 
General for Reparation Payments? 

(1) The Guaranty Co. of New York, as demon- 
strated by their telegram of November 28, 1924," 
upon “opinion of German counsel and verbal state- 
ments of Mr. Owen Young.” had taken the standpoint 
that the revenues and assets of the German states were 
not specifically pledged under the Dawes Plan and 
that as the Transfer Committee had to do only with 
payments which come under the Dawes Plan loans of 
German states were entirely out of its province. One 
year later, they reiterated the same views after having 
“ had the benefit of conversation about these matters 
with Mr. Owen Young, Mr. Gilbert, Mr. Schacht, 
and others.” 

We think it is generally realized by the American public 
that while the entire assets and revenues of the German Reich 
and its constituent states were made subject to a first charge for 
reparation payments under Article 248 of the Versailles Treaty. 
that the enforcement of this charge is suspended during the 
operation of the Dawes Plan and that the revenues of the State 


of Bremen are not included in the pledges made by Germany 
under the Dawes Plan. It is our further understanding that 


able, there took place a growth of trade and an extension and renova- 
tion of plant such as had not been equalled in any previous period of 
equal length. The sound character of that growth depended, of course, 
primarily on the magnitude of the supplemental values created, and 
secondly, upon the capacity of those values to earn a return in excess 
of the cost of the borrowed funds. Taken as a whole, and without 
reference to any individual loan, there is no reason to doubt that the 
new values created in Germany during the period of the Dawes Plan 
have aggregated several times the amount of the foreign debt in- 
curred. This was manifest a year ago, and the experience of the past 
year, when the inflow of funds has been reduced to small proportions, 
amply confirms this conclusion." (Report of the Agent General for 
Reparation Payments, May 21, 1930, pp. 216-17.) 
*See above, p. 8. 
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while it is the duty of the Transfer Committee to transfer (so 
long as such transfer docs not jeopardize German currency or 
exchange) monies deposited in Germany for the account of 
the Agent General under the Dawes Plan the Transfer Com- 
mittee has no jurisdiction and does not purport to take juris- 
diction over other transfers of money. We realize that the Agent 
General will be a competitor of anyone who purchases ex- 
change in the market but that to endeavor to take any other 
jurisdiction or to interfere with the payment or service of legiti- 
mate debts would mean the failure of the Dawes Plan.*” 


When Mr. Joseph R. Swan, president of the 
Guaranty Co. of New York, was asked by the Finance 
Committee how he had reacted upon the various official 
warnings against German loans he told the Committee 
that ‘‘ we would not have done anything contrary to 
their [the State Department's] desires in the matter " 
and that “ in any loans that we have participated in, 
we were always very anxious to take into account the 
attitude of Mr. S. Parker Gilbert." But he stated at 
the same time " that nothing contained in the Secretary 
of State's letter caused us to do anything other than 
what we had previously been doing " ; ** and he rightly 
refuted the contention that Mr. Gilbert had reported 
that Germany was overborrowed in general. 


Senator Johnson. Now we have in 1926 the Secretary of 
State of the United States warning against Germany loans and 
asking all of the international bankers to advise their clients of 
the exact situation which the Secretarv of State details in his 
letter. We have, secondlv, in November, 1927, an expert who 
was reporting upon Germany's condition, saying in so many 
words that Germany was overborrowed and that to continue 
making loans there might result—I do not quote exactly the 


27 бее letter of the President of the Guaranty Co. af New York to 
the Secretary of State, Nov. 11, 1925, Hearings on S. res. 19, pp. 954- 
55. 

* Hearings on S. res. 19, рр. 884, 882, and $86 respectively. 
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language, although he used the term “ overborrowed "—might 
result in disaster. 

Mr. Swan. I think that they were fearful of indiscriminate 
borrowing of certain German municipalities, and they were 
trying to check that. 1 do not think they were trying to check 
all loans to Germany. I do not think that the loans in which 
we participated were of the kind to which they were objecting.” 


(2) Mr. George Murnane, representing Lee, Hig- 
ginson & Co., discussed rather fully the objections о! 
the State Department and the Agent General for 
Reparation Payments. 


Senator Johnson. Do you know whether or not vour house 
received a letter that was written by Secretary Kellogg in 1926? 

Mr. Murnane. It did receive it. I am sure. Senator. I was 
not a member of the firm at that time. ] was not with the 
firm, but I know they did receive it. 

Senator Johnson. Do vou know whether or not they paid 
any attention to it? 

Mr. Murnane. I can not speak with first-hand knowledge, 
but I have asked the question, and I have seen it in the press 
yesterday. Yes, Senator; I think that they did pay attention to 
it, in this sense, that it was a matter that anybody would have 
to pay attention to, because it raised the question of our respon- 
sibility toward investors, and my recollection of it is that it 
raised the question in two respects: One, having to do with 
the application of Article 248 of the Treaty of Versailles as to 
the goodness of the loans, or the effect that the application of 
that article might have on the goodness of the loans; second. 
the question of the problems that might arise in the "Transfer 
Committee with respect to priority, if you may call it that, of 
reparations transfers over transfers for the service of the exist- 
ing German loans. 

The reception that it had—and I speak more at the moment 
from my observation of bankers in general in the city, with 
whom 1 was in contact, and I think it would apply to my own 
firm as well—was that the information that it contained and 
the suggestions that it made had been very much in their minds 


"The same, p. 882. 
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all along. Article 248 of the Treaty had been, I think, in the 
minds of all responsible bankers throughout the whole period 
of their issues. I think it was generally interpreted that the 
problem that was involved in that article applied to obligations 
of the German government and to obligations of the states; 
that it did not apply, except in the limited degree of certain 
specific instances, against industrial firms or even against munic- 
ipalities. А 

On the question of warning to the clients, I believe—and 
here I can not speak with final accuracy—that every responsible 
banker in New York who issued a loan that involved the ap- 
plication of that article put it right in the prospectus. 

I recall certain cases, like the State of Prussia loan, which 
was perhaps the most historic case of that kind arising, where 
the whole content of Article 248 was put on the front page of 
the prospectus, and appeared in the newspapers as well as in 
the individual prospectuses in that form; 2° so that, again, while 
I can not assume responsibility for the entire community, I 
think that there was due regard paid to that in the sense of 
calling to the attention of investors the fact that that was а 
question that had to be measured. 

On the second question, the problem of transfer, I think 
that all serious bankers concerned themselves a great deal on 
the subject as to whether the loans they were making might at 
some moment have their service interrupted by virtue of the 
Transfer Committee claiming a prior right to distribute ex- 
change in favor of reparations should there not be enough to 
go around. 

I think that in general it was the judgment that that was 
not apt to be a practical problem, because should that question 
arise and should that act be taken by the Transfer Committee 
it would kill at the same moment the possibility of reparation 
transfer in the future. 

That question I think was in general treated seriously, but, 
as a matter of business judgment, was not regarded as a com- 


™ It should be noted, however, that the loans to the States of 
Prussia and Hamburg, offered in October 1927, were the only loans 
where this practice has been followed. See Robert R. Kuczynski, 
Deutsche Anleihen im Ausland 1924-1928, pp. 14-18. 
3 
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pelling factor in the situation. I think that events have barne 
that out. The problem that was pointed out there did arise. 
The Young Plan when drawn discontinued the Transfer Com- 
mittee, and it was not thereafter regarded that that was a prob- 
lem in the same sense that it had been a problem in the past. 
The actual transfer difficulties that have arisen have arisen not 
out of the application or the preference for reparations, but 
have arisen primarily out of the withdrawal of credit from Ger- 
many, which again, of course, arose out of many causes. 

I think that that is as nearly as I can make a statement on it, 

Senator Johnson. You did not deem it essential, because you 
thought that did not relate to this kind of a loan, 1 assume, to 
state anything concerning the letter of the Secretary of State 
in your prospectuses, did you? 

Mr. Murnane. No; I think not, Senator. 

Senator Johnson. You deem them of a different character 
from what he referred to? 

Mr. Murnane. Well, except on the problem of exchange 
transfer. His point might have been well taken there. We did 
not judge it was a necessary thing, because we did not regard 
that risk as a vital one. 

Senator Johnson. You are familiar with the report that was 
made by S. Parker Gilbert on the 6th of November, 1927, arc 
you not? 

Mr. Murnane. 1 was familiar with it at the time. and I 
think I can recall the general content. 

Senator Johnson. His conclusion was that Germany was 
overborrowed. 

Mr. Murnane. 1 can not really discuss it accurately, because 
I da not recall its terms. I have the impression, Senator, from 
my own observation of the situation, that Parker Gilbert's 
principal desire was to curb the borrowing tendencies of some of 
the governmental units in Germany. | do not think it was 
aimed primarily at foreign borrowing as such. But, as I say, I 
may be mistaken, because [ have not recently reviewed it. 

Senator Johnson. He was referring to German loans, of 
course, I am not speaking of any others. 

Mr. Murnane. I meant it in this sense, that as I saw Parker 
Gilbert's efforts he wanted to stop or help to reduce any extrav- 
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agances that existed in German municipal operations or state 
operations in particular; and while at home their capacity to 
spend was somewhat controlled by the necessity for taxation, 
there was a loophole in their ability to borrow abroad, and | 
think he aimed more at stopping that loophole than he was 
aiming at the cessation of the flow of foreign capital. I may 
be wrong. 

Senator Johnson. You may be entirely right, for all I know. 
I take simply his words, in which he said literally that Germany 
was overborrowed. Did you observe that? 

Mr. Murnane. As I say, Senator, it is a long time since | 
read his document, and I can not be precise about it. 

Senator King. Do you know, generally speaking, the indus- 
trialists in Germany that have borrowed in the United States? 

Mr. Murnane. I can call off quite a lot of them to you, 
Senator. 

Senator King. Have any of them defaulted? 

Mr. Murnane. I think not. 

Senator King. Have they overborrowed, so far as your ex- 
perience and observation go? 

Mr. Murnane. It is quite a hazardous answer that I make. 
I do not believe it could be so charged, Senator. 

'The Chairman. In ordinary times it would not have been 
thought that they were overborrowing? 

Mr. Murnane. No, sir; I do not think so. I might be proved 
wrong undoubtedly by an acute examination of every case, but 
I do not feel that the principal industrial concerns there over- 
borrowed. You can measure that in many ways. Of course here 
when an industrial company borrows, we expect it to have a 
very beautiful position of liquid capital. I think in Germany in 
many cases, while the liquid capital was very much less, they 
had really very substantial amounts of worth that made the 
loans on the whole very safe.?* 


(3) Mr. Otto H. Kahn, member of the banking 
house of Kuhn, Loeb & Co., stated explicitly that the 
bankers in general were not influenced in their actions 
by the warnings of Mr. Gilbert. 


`“ Hearings on S. res. 19, pp. 1555-58. 
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Senator Johnson. Do vou recall a letter by $. Parker Gilbert 
in the latter part of 1927 in which he said in very vigorous 
language that Germany was overborrowed ? 

Mr. Kahn. Yes, Senator. 

Senator Johnson. And that was given wide publicity, was it 
not? 

Mr. Kahn. Yes, Senator. 

Senator Johnson. And subsequently German loans were 
made just the same, were they not? 

Mr. Kahn. Yes, Senator. 

Senator Johnson. The German loans were floated in this 
country by institutions, notwithstanding what he said? 

Mr. Kahn. Yes, Senator; and not one of those loans is in 
default. 

Senator Johnson. They are running from 12 to 30 years yet. 
are they not? 

Mr. Kahn. I assume that is correct. I do not know the 
exact dates. But they are paying punctually their sinking fund 
and their interest. 

Senator Johnson. You did not believe Mr. Gilbert at that 
time, in the views that he expressed publicly? 

Mr. Kahn. I did not believe him, vou say? 

Senator Johnson. In the views that Mr. Gilbert then ех- 
pressed. 

Mr. Kahn. I thought that his views were extreme, Senator. 
but to a considerable extent I agreed with him. My own firm 
originated only two bond issues by German borrowers; but 
were for strictly productive purposes.?? 


“The same, р. 361. It may be incidentally mentioned that those 
two loans were granted to the State of Hamburg and to the North 
German Lloyd and that according :0 the tabular statements sub- 
mitted by Kuhn, Loeb & Co. the "purpose of issue" was in the one 
case “partly refunding of notes, partly construction, improvements, 
harbor, bridges, etc." in the other case "construction and repayment 
of indebtedness incurred therefor.” We do not want to raise here 
again the question whether the refunding of notes or the construction 
of bridges and ships is to be considered as productive, since we have 
discussed those problems rather fully in our former studies (American 
Loans to Germany, рр. 91, 93-96, 123-25; Deutsche Anleihen im Aus- 
land 1924-1928, pp. 71, 95-96). 

Lawrence Dennis in his recent book Zs Capitalism Doomed? begins 
his chapter "Are Foreign Loans Productive? " by stating: "Let it be 
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(4) Mr. Charles E. Mitchell, president of The 
National City Co., in testifying before the Finance 
Committee, stated: 


... And for your information, so long as Mr. Parker 
Gilbert was in Berlin, a man who held to the principle that 
America should not loan except for productive purposes, to the 
best of my knowledge and belief we never proceeded with an 
issue until we had informally talked with Mr. Parker Gilbert, 
if he was available. 

Furthermore, as you doubtless know, Doctor Schacht has 
been, as a German, an exponent of Germany accepting loans 
from foreign countries only as that money was used for pro- 
ductive purposes. And so far as it was possible for us to do, we 
submitted to Doctor Schacht the proposed business and acted 
only as we had his favorable opinion.” 


Yet, among the 24 German loans aggregating 
$549,250,000 with which The National City Co. was 
connected, there were only 6 loans, aggregating $62,- 
500,000, which, in the sense in which Mr. Gilbert used 


this term, were to private enterprises. 


We want further to quote as an illustration of the 
viewpoint of responsible bankers two general state- 
ments on the safety of foreign loans. 

Mr. Ray W. Morris, partner of Brown Brothers 
Harriman & Co., in a memorandum expanding his 
testimony before the Finance Committee, stated: 

Since a foreign loan means in substance that the idle dollars 
of American investors are mobilized for the purpose of paying 
American producers for goods which are shipped abroad, the 


soundness of the transaction depends upon whether American 
investors are justified in allowing their funds to be so used 


said at the outset that the term ‘ productive’ is merely an expression 
people have in a business civilization for indicating strong approval 
of the object to which it is applied.” This statement may seem exag- 
gerated. But the Hearings before the Senate Committee offer no 
material to refute it. 

? Hearings on S. res. 19, p. 102. 
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in reliance on foreign promises to repay them. The answer to 
that, I think, lies in the fact that although foreign lending may 
have been somewhat overdone—as almost everything was over- 
done during the boom years—the actual amounts in default 
represent only a very small percentage of the total, say (this 
refers only to our interest) 24 per cent. 1 consider this a very 
good record considering the extraordinary depression through 
which the whole world is passing. Even in the case of those 
issues which are or may be in default, there is no reason to doubt 
that in the main these defaults will be made good as soon as 
economic conditions permit.?* 


Mr. Melvin A. Traylor, president of the First 
National Bank of Chicago, in testifying on December 
11, 1931 before a Senate subcommittee on manufac- 
tures, said: 


Following the approval of the so-called Dawes Plan and the 
return of Germany to the gold standard, I think most of the 
world felt that if not a permanent basis, the beginning of a 
permanent settlement of European reparations problems was 
on the way. When our own debt settlements were concluded 
with our debtors that feeling was very definitely justified, 1 
think. 

We can only judge events by the circumstances of the time 
and 1 believe American lenders during that period not only 
felt that it was their duty to furnish rehabilitation capital to 
Europe but that, first of all, they were perfectly safe in so doing, 
and, second, that there was no better way to serve American 
industry and American agriculture and American labor than 
to follow that course, and I doubt seriously if American lenders 
abroad are any more culpable than American lenders at home 
who financed agriculture and real estate and other programs and 
developments which have turned out to be exceedingly unfor- 
tunate.*> 


“The same, p. 1576. 

2 72 Cong. I sess., Establishment of National Economie Council, Hear- 
ings on S. 6215 (71 Cong.) before a subcommittee of the Committee on 
Manufactures, p. 666. 
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The reader should, however, bear in mind that the 
witnesses heard by the various Senate committees were 
practically all bankers who were not inclined to dis- 
cuss fully in public the question of the safety of the 
loans which they had issued. A banker not connected 
with the sale of foreign bonds might have supplemented 
their testimony by the following argument: 

It goes without saying that there always have been 
few foreign bonds and also few domestic bonds which 
were to be considered as absolutely safe. The margin 
of risk varied a great deal and it was generally accepted 
that it found its expression in the rate of yield to the 
purchaser of the bonds. The average yield of the 
German bonds—about 7 or 8 per cent—was far above 
the average of all bonds floated in the United States. 
It, therefore, was a foregone conclusion that the 
German bonds were not offered as an investment in- 
volving no risk, or very little. The difference between 
+ per cent bonds considered as practically safe and 7 
per cent bonds considered as somewhat risky may be 
described as follows: 

The purchaser of 20 different 4 per cent bonds con- 
siders himself lucky if the average price of his bonds 
goes up. He considers his investment as normal if the 
average price of his bonds remains stable, that is, for 
instance, if his losses through the default of one bor- 
rower are offset by the profits from the increase in the 
price of the other bonds. 

The purchaser of 7 per cent bonds must know from 
the outset that the price of his bonds will be subject to 
considerable oscillations. He considers himself for- 
tunate if the yield of his bonds remains stable; he con- 
siders his investment as normal if the average yield 
of his bonds does not fall below 5 per cent. 
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The subscribers to the German loans floated in 
America were, then, so far lucky, since every single 
borrower so far has met all his debt service obligations. 
That many of them feel unhappy is because the price 
of the bonds fell to a fraction of the offering price, 
and they have every reason to blame the bond-seller 
if he assured them that the price of the bonds would 
remain stable (and every reason to blame themselves 
for having believed that story). But the issuing bank 
assumed no responsibility whatsoever for the stability 
of the bond prices and, by offering an exceptionally 
high yield, implicitly assumed only a qualified responsi- 
bility for an undisturbed debt service. There was 
perhaps not a single German loan which at the time of 
issue was to be considered as particularly unsafe; 
perhaps each of them was to be considered as safe to 
the extent that safety goes with loans yielding from 6 
to 8 per cent and more. 

J. P. Morgan & Co. issued in the fall of 1924 a 25- 
year 7 per cent loan to the German Republic and a 25- 
year 7 per cent loan to the French Republic. Every 
one still remembers that Germany then was in a rather 
precarious condition. But how about France? The 
chairman of the Senate Committee on Finance asked 
Mr. Lamont: “ During the time of the negotiations 
for these bonds the French franc was in a very pre- 
carious condition. Many thought it would go below 2 
cents, did they not?" Mr. Lamont answered: © Well, 
a good many people, Senator, thought it would go 
over the dam entirely, like the German mark." ** 

The French bonds were offered at 94 and sell now 
at 115; the German bonds were offered at 92 and sell 
now at 60. 


" Hearings on S. res. 19, p. 22. 
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No doubt, the subscribers to the French loan feel 
happy while the subscribers to the German loan feel 
unhappy. No doubt, J. P. Morgan & Co. will not 
worry; they made a profit of $865,000 on the German 
loan and a profit of $731,000 on the French loan. But 
are they actually to be blamed for having issued the 
German loan as well as the French loan? Would it be 
just to praise them for having provided the American 
investor with such a splendid investment as those 
French bonds (so far) prove to be? Is it fair to say 
that it was mere greed which induced them to pass on 
those German bonds to a gullible public? 

The service of interest and amortization of this 
German loan is (1) a direct and unconditional obliga- 
tion of the German government chargeable on all the 
assets and revenues of that government; (2) a specific 
first charge on all reparation payments which in turn 
have a specific precedence over the existing German 
debt; (3) a first charge by way of collateral security 
on the “controlled revenues" (customs and many 
taxes). The loan was sponsored by the Dawes Com- 
mittee and the Reparation Commission. Was not the 
Young loan, which is now quoted at 35, likewise 
sanctioned by the Great Powers and moreover issued 
under the auspices of the Bank for International Settle- 
ments in Basle? And how about the other German 
loans? Parker Gilbert and Hjalmar Schacht, it is true, 
criticized foreign borrowing of German states and mu- 
nicipalities, but they rather encouraged the much more 
considerable foreign borrowing of private enterprises. 
Why, for instance, did they never mention the fact 
disclosed in January 1929 by the German Minister of 
Agriculture that three-fourths of the amounts bor- 
rowed abroad for agriculture have “ disappeared never 
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to be seen again, lost through bad crops, large and 
unfavorable investments, and the excessive interest 
charges "2 Granted that the present low price of 
German corporation bonds is justified—if the New 
York bankers should have known that those loans were 
unsafe, certainly the Agent General for Reparation 
Payments in Berlin should have known. 

Mr. Ogden L. Mills, now secretary of the Treasury, 
said of the German loans issued in the United States: 
“ You can not lump them all. There are some good 
and some bad, just as the loans that are made every 
year in this country." *” | believe this holds true both 
of the public and the private German loans. 

But this does not answer the question to what extent 
the German loans are actually safe. Whether a loan 
is good or bad is all-decisive in the case of domestic 
loans. The investor can be sure that the debt service 
on a good domestic loan will be fully complied with 
while the debt service on a bad loan is at least doubtful. 
Each domestic loan thus stands on its own merits. In 
the case of foreign loans the problem is different. An 
individual German loan may be good in the sense that 
the borrower easily earns interest and amortization. 
But it depends by no means exclusively on himself 
whether he is able to buy foreign currency with his 
marks and to pay the creditor in dollars. This is a point 
which both Mr. Gilbert and Mr. Schacht seem to have 
overlooked when they so sharply discriminated against 
loans to German public authorities in favor of the 
“productive” loans to German private enterprises. 
They did not realize that the capacity of each German 

7 72 Cong. 1 sess, Moratorium on Foreign Debts, Hearings on H. 


ј. res. 123 before the Committee on Ways and Means, Dec. 15, 1931, 
p. 25. 
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private and public borrower to fulfil! his foreign debt 
obligations depends largely on the aggregate amount 
of German foreign borrowings. Rather than warning 
the American bankers of the risk involved in loans to 
German states and municipalities and encouraging 
American loans to German corporations, they should 
have urged the American bankers to watch closely 
the total amount of all German foreign credits 
outstanding. 

In the last analysis, the safety of the German loans 
may depend on who will finally get preference: the hun- 
dreds of American banks which hold the $650,000,000 
short-term credits or the hundred thousands of Ameri- 
can investors who own the $1,000,000,000 bonds. If 
the bondholders, who apparently have not yet realized 
that this alternative may very soon be decided, should 
be the losers they may find some comfort in the follow- 
ing thought expressed with reference to speculation in 
general by J. Edward Meeker, economist of the New 
York Stock Exchange: “ If the Anglo-Saxon race had 
always waited for a ' sure thing,’ it would still be tend- 
ing goats on the foothills of the Himalayas, instead of 
directing the destinies of most of the civilized world 
today.” 


CHAPTER III 
PURCHASE OF LOANS 


There are three principal methods through which 
American issuing banks get foreign loans: 

(1) The borrower applies directly to the American 
bank. 

(2) A promoter suggests to the American bank 
that he negotiate with a borrower; this promoter may 
be an American or European bank, an American lawyer 
or a lawyer, a business man, or some other person in 
the borrower’s country. 

(3) The American bank solicits borrowers: through 
a regular employee in its main office or in its branch 
office in the borrower's country: through a special 
employee appointed by the bank for this purpose: 
through an official representative of American com- 
mercial interests in the borrower's country; or through 
a European bank with which it has business connections. 

The first method has frequently been used in con- 
summating German loans. The borrower, of course, 
in many cases applied to several American banks in 
order to get the best obtainable terms. The City of 
Frankfort in 1928 thus sold a loan by competitive 
bidding among American bankers. This loan was 
finally awarded to E. H. Rollins & Sons although a 
former loan of the city had been issued in 1925 by 
Speyer & Co. In a similar way, the City of Berlin. 
which had floated a loan through Speyer & Co. in 1925. 
awarded the 1928 loan to Brown Bros. & Co. But, as 
a rule, a German borrower marketed all his loans 

32 


PURCHASE OF LOANS 33 


through the same bank. He did so in some cases be- 
cause the services of that house had proved satisfactory, 
but in some cases because he had unconditionally 
pledged himself to use no other bank for future 
financing. Such a pledge may slightly better the terms 
for the first loan but it severely handicaps the borrower 
in securing adequate terms for the next loans. Speaking 
of American railroad companies as borrowers, Mr. 
Otto H. Kahn stated in October 1922: 


A railroad company generally is, and always ought to be, 
free to terminate its relationship with its bankers at any time 
and entirely within its own discretion.’ 


Еміл Walter Kemmerer, in his “ Report on the 
Public Debt Policy of Chile," recommended the 
following principle: 


The government should, as long as relations are satisfactory, 
continue to do its financing through the one banking house, and 
might well place in its loan contracts the provision that it will 
give its future financing to this banking house, provided that 
the house is willing to offer as favorable terms as any other 
banking house of equal responsibility and equally high standing.? 


Some German borrowers, to their great detriment, 
were not so cautious as to qualify their pledge in the 
manner suggested by Kemmerer. 


As to the second method, which involves the activity 
of a promoter, and which is frequently used in con- 
nection with South American loans, there is some in- 
direct evidence that it has also been used to a certain 
extent in the case of German loans. We quote from 


! 72 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 hefore the Committee on Finance, p. 306. 
The same, p. 1698. 
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the testimony of Mr. Henry C. Breck, partner of J. & 
W. Seligman & Co., before the Senate Committee on 
Finance, beginning with a statement regarding a loan 
to the Peruvian Republic, then showing the procedure, 
and in conclusion giving Mr. Breck's opinion on the 
róle of the promoter in the consummation of German 
loans: 


Senator Johnson. You had a distinct account of Juan Leguia? 

Mr. Breck. Yes. 

Senator Johnson. He was a son of the President of the 
Peruvian Republic? 

Mr. Breck. He was. 

Senator Johnson. How much does your account show that 
you paid him? 

Mr. Breck. $415,000. 

Senator Johnson. What did you pay Juan Leguia $415,000 
for? 

Mr. Breck. Because he was a member of a group of pro- 
moters who brought the business to F. J. Lisman & Co., who, 
in turn, brought it to us, so that when it reached us it was 
charged with that obligation to pay commissions to a group 
of which Juan Leguia was a member.’ 


Mr. Breck. When a promoter introduces a piece of business 
to bankers, he claims an introductory commission.! . . . It may 
be called introductory commission, or intermediary commission, 
or other kind of commission, depending upon usage.? 


Mr. Breck. I was never able to establish that a government 
ever went so far as to give to an individual what we would call 
distinct legal power to negotiate for it. We always asked 
when these promoters came in with business whether they had 
full authority from the government to act. And I was never 
able to discover any such authority. What did happen, appar- 
ently, was this: That the government or the Finance Minister 


"'The same, p. 1281. 
‘The same, p. 1299. 
+ Тһе same, p. 1105. ^ 
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and the individual concerned had talked the matter over, and 
the individual concerned was told by the Finance Minister, or 
perhaps he told the Finance Minister, that he was going up to 
New York to see what he could do toward getting a loan for 
the entity concerned, and that the Finance Minister said: “All 
right; go and try your luck and see what you can do. If you 
can get it on proper terms—approximately this, that, or the 
other thing—we will give a loan to the bankers, provided they 
are responsible in our view." That was usually the beginning 
of the negotiations. 

Senator Johnson. Now, it was to that kind of individual, 
for his work of acting in the matter, you would pay a com- 
mission to? 

Mr. Breck. Yes; if as a result of his bringing the business to 
our attention and his helping us in the negotiations we got the 
business and offered it to the public, we paid him the usual com- 
mission which, as I say, was anywhere from a quarter to one- 
half of 1 per cent of the principal amount of the issue. 

Senator Johnson. Of course, when he first came to you he 
represented the government concerned, did he not? 

Mr. Breck. No; not necessarily. 

Senator Johnson. What do you mean by “ No; not neces- 
sarily "? 

Mr. Breck. Because he would come saying that he felt sure 
from his relations with the government officials, and his knowl- 
edge of the situation there, that X department was anxious ta 
have a loan, say, of $10,000,000, and that if it could be obtained 
under approximately these terms from the bankers, he thought 
the state ar city or municipality, whatever it might be, was 
willing to borrow. The bankers would then in some cases carry 
on the preliminary negotiations through that intermediary, tell- 
ing him what they were willing to do. He would then cable 
down to the department or state concerned, and when it be- 
came clear that there was a meeting of minds approaching, the 
negotiations so far as we were concerned were always there- 
after carried on directly between the Minister of Finance or 
other duly accredited representative of the government or de- 
partment and ourselves.? 


"Тһе same, pp. 1307-08. 
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Senator Johnson. Is that the way government loans have 
been made in the last few years with Germany? 

Mr. Breck. Well, we have made none ourselves, but 1 
understand it has been done in that way. 

Senator Johnson. That is, that there were intermediaries 
who sold those large loans to Germany and who received a 
commission from the international bankers upon them? 

Mr. Breck. 1 should not be surprised. 1 think it is quite the 
normal way. 

Mr. Strauss. What loans do you refer to? 

Senator Johnson. I am speaking of loans in which either the 
German government or political subdivisions might be interested 
or guarantors of. 

Mr. Strauss. And of corporations? 

Senator Johnson. Corporation loans and the like. 

Mr. Breck. Yes, sir. 

Senator Johnson. That was the usual mode? 

Mr. Breck. That was the usual method. 

Senator Johnson. Now I want you to be very certain about 
that. That is your view of it, is it not? 

Mr. Breck. That is my view of it." 


In a letter, dated January 16, 1932, eight days after 
his appearance before the Finance Committee, Mr. 
Breck asked the chairman to insert the following 
paragraph in his testimony: 


І understand that it has, for many years, been the custom in 
the several financial centers of the world, such as London, 
Paris, and Amsterdam, for the bankers who handle issues of 
foreign governments or corporations to pay commissions to 
intermediaries who bring to their attention such financing when- 
ever, following the introductions by such intermediaries or as a 
result of their assistance in the negotiations, the bankers con- 
summate an issue. I further understand that this custom also 
obtained in the New York market after the war, when nu- 
merous bond issues of foreign governments and corporations 
were being offered to the public here; and that it was quite 
usual for the banking houses who bought such loans from the 
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horrowers and offered them to the public to pay a commission 
to such intermediaries. Whether or not such commissions were 
paid in connection with all such foreign bond issues, I can not, 
of course, say. However, my understanding of the custom pre- 
vailing at the time is that such commissions were paid more 
often than not.* А 


As to the third method, the soliciting of borrowers 
by lenders, the most conspicuous case discussed in the 
Senate Committee on Finance was the activity of 
President Machado's son-in-law, who, according to 
the testimony of Mr. Carl J. Schmidlapp, vice-presi- 
dent of The Chase National Bank, was first “ new- 
business man " and later joint manager of the Habana 
branch office of The Chase National Bank and func- 
tioned as manager when this bank purchased a $50,000,- 
000 loan from the Cuban Republic.” 

According to the testimony of Mr. F. J. Lisman, 
soliciting of foreign borrowers was stimulated by the 
demand on the part of investors: 


Senator Johnson. Were there others who were competing 
with you for the loan there? 

Mr. Lisman. We understood there were several banking 
houses there. 

Senator Johnson. All of them trving to get the loan from 
the Peruvian government? 

Mr. Lisman. As usual. 

Senator Johnson. That is so all over Latin America? 

Mr. Lisman. It was so during the period from 1925 to 1928, 
all over, I would say. 

Senator Johnson. Seeking in every way to obtain such loans 
as you could for flotation here? 

Mr. Lisman. To satisfy the public demand for securities. 

Senator Johnson. To satisfy the public demand for securities? 

Mr. Lisman. Yes. 


"The same, p. 1361. 
"The same, pp. 1949-50. 
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Senator Johnson. That was the sole purpose? 

Mr. Lisman. Well, bankers do not knowingly float bad loans. 
But the purpose is to do a good business at a profit. 

Senator Johnson. That is the main reason? 

Mr. Lisman. The first essence of business is legitimate profit. 

Senator Johnson. Exactly: and the desire was to obtain loans 
or induce loans to be made and then float them here at a profit. 
That was pursued by all the houses, was it not? 

Mr. Lisman. Yes. 1 do not believe that there are many 
houses that would take up a piece of business that they did not 
think was good. They were all very keen to get business and 
bid against each other, and thev had agents all over the world. 
I heard a good many amusing stories on tl.at subject.!? 


Mr. Thomas W. Lamont, however, in a speech 
made as early as 1927, at the Pan American Con- 
ference, urged the bankers to discontinue this practice: 


From the point of view of the American investor it is ob- 
viously necessary to scan the situation with increasing circum- 
spection and to avoid rash or excessive lending. I have in mind 
the reports that I have recently heard of American bankers and 
firms competing on almost a violent scale for the purpose of ob- 
taining loans in various foreign money markets overseas. 

Naturally it is a tempting thing for certain of the European 
governments to find a horde of American bankers sitting on their 
doorsteps offering them money. It is rather demoralizing for 
municipalities and corporations in the same countries to have 
money pressed upon them. That sort of competition tends to 
insecurity and unsound practice. The American investor is an 
intelligent individual and can be relied upon to discriminate. 
Yet, in the first instance, such discrimination is the province 
of the banker who buys the goods rather than of the investor to 
whom he sells them.” 


So far as German loans specifically are concerned, 
the Hearings before the Finance Committee again 
furnished some indirect evidence of the soliciting of 

“The same, р. 1775; see also the testimony of Mr. Otto Н. Kahn, 
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borrowers through American banks. In a letter of 
February 5, 1932 to the chairman of the Committee 
an Finance, Mr. Otto H. Kahn stated: 


My firm originated only two German loans; that is, to the 
North German Lloyd and to the City (and port) of Hamburg. 
It originated loans with one in only two South American coun- 
tries, that is, loans to the Argentine government and to the 
Mortgage Bank of Chile (a governmental institution similar 
to our Farm Loan Board). 

Without having any intention of reflecting upon others, who, 
perhaps, showed greater enterprise and eagerness than we did, 
1 should like to say that my firm sent no representative to either 
South America or Europe, for the purpose of offering American 
loans or stimulating foreign countries, municipalities or corpora- 
tions to have recourse to the American investment market.'? 


The testimony of Mr. Frederick Strauss of J. & W. 
Seligman & Co. also threw some light on this question: 


Senator Johnson. You found in the last few years a perfect 
madness in relation to the acquisition of bonds and the selling 
of them to the public, did you not, among all of those engaged 
in the same line of business with yourselves? 

Mr. Strauss. I might qualify with an adjective, but in the 
main, yes; you are correct. 

Senator Johnson. And there came a keenness of competition 
among international bankers to obtain loans in Latin America in 
order to sell them to the American public? 

Mr. Strauss. Yes, sir. 

Senator Johnson. And you participated in that competition. 
І am not criticising you in relation to that matter, but you par- 
ticipated in that competition, did you not? 

Mr. Strauss. We did. 

Senator Johnson. There were many firms—I am not speak- 
ing of yours—in New York City who had their agents and 
their representatives in different places in Latin America seek- 
ing to obtain governmental loans privately in the United States ; 
is not that true? 
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Mr. Strauss. Yes: but it is also true that those things existed 
not only in Latin America, but the world over, relating to 
governments, municipalities, and industrial concerns. In other 
words, the accumulation of capital in America was seeking an 
outlet. The bankers were the instruments of the outlet. They 
were the purveyors of capital. The bankers competed to a 
degree that in retrospect was wholly wrong. I am not speaking 
morally... . 

Senator Johnson. . . . You say this keen competition existed 
not only in Latin America but all over the world: is that 
correct ? 

Mr. Strauss. I think that is correct. 

Senator Johnson. Did it exist in relation to German securi- 
ties? 

Mr. Strauss. I think, unquestionably so. 

Senator Johnson. So that international bankers were going 
into Germany and soliciting loans, governmental, or political 
subdivisions, of industrial enterprises, of corporations, and the 
like, in order to float them in America; is that correct? 

Mr. Strauss. Yes. We did solicit: but the borrowers were 
very eager to be solicited, of course. 

Senator Johnson. But you reversed the processes of the 
ordinary mode of conducting a banking business: you had in 
these last few years the lenders going to the borrowers to have 
the borrowers borrow of the lenders, did you not? 

Mr. Strauss. Yes, sir. 

Senator Johnson. And in that fashion thev accelerated, stimu- 
lated, increased loans of various political subdivisions, govern- 
ments, industrial enterprises, and the like: is not that correct? 

Mr. Strauss. That was the effect of it; yes.’ 


It may finally be mentioned in this connection that 
the Agent General for Reparation Payments, Mr. S. 
Parker Gilbert, in one of his reports referred to the 
promotion of German loans through the representa- 
tives of foreign bankers in Berlin. Speaking of the 
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“ Advisory Council" on foreign loans in the Reich 
Finance Ministry, he said: 


‘The pressure on the Beratungsstelle, moreover, has been 
almost wholly in the direction of liberality, either from the in- 
terested states and communes, fully represented on the Bera- 
tungsstelle itself, or from the interested representatives of for- 
eign bankers.!* 


The Agent General does not indicate who these 
representatives of foreign bankers were. We assume 
that it was mostly German banks which received com- 
missions from American banks for “ bringing " loans.” 


Whatever may be the method through which the 
issuing bank gets the loan, it is supposed to purchase 
it outright and to pay for it without delay. But in 
practice the bank frequently restricts its financial 
liability by purchasing at first only part of the loan 
contracted for and by subjecting even this partial 
purchase to certain conditions. Let us take as an 
example the $15,000,000 loan of the State of Bremen. 
The contract of the State with Guaranty Trust Com- 
pany of New York said: 


Article 5. The total amount of bonds issuable under this 
contract will be limited to $15,000,000. 


“Report of the Agent General for Reparation Payments, Dec. 10, 
1927, p. 99. 

35 Such “ bringing" of loans through German banks which acted as 
promoters or solicitors was actually more frequent than the testimony 
before the Senate Committee indicates. We may illustrate this by one 
example. Mr. Otto H. Kahn rightly stated that his firm had originated 
only two German loans, one to the North German Lloyd and one to 
the State of Hamburg, and that it had sent no representative to 
Europe “for the purpose of offering American loans or stimulating 
foreign countries, municipalities or corporations to have recourse to 
the American investment market.” Yet, his firm actually paid a 
commission of 1 per cent each to two Bremen banks which “brought” 
the loan of the North German Lloyd. 
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The obligor agrees to sell and deliver to the Trust Co., and 
the Trust Co. agrees ta purchase and pay for $10,000,000 prin- 
cipal amount of bonds at the price of 89 per cent of the prin- 
cipal amount plus accrued interest from September 1, 1925, 
to the date of payment by the Trust Co. of the purchase price: 
provided, however, that the Trust Co. shall have the right, by 
cable notice to the Finanzdeputation of the State of Bremen, 
not later than the date of delivery of the temporary or provisional 
bond . . . to resell to the obligor and the obligor will pur- 
chase from the Trust Co., at the said price of 89 per cent of the 
principal amount plus accrued interest all or any part of 
$2,500,000 principal amount of bonds. 

Article 12. The obligor agrees, within a period of one year 
from the date of this contract, when as and if requested by the 
Trust Co., to issue, sell, and deliver to the Trust Co. all or 
any part of the total principal amount of $15,000,000 of bonds 
authorized to be issued under this contract, in excess of the 
amount purchased and delivered under Article V hereof and 
not resold pursuant to said Article V, as the Trust Co. may 
request, at the price of 89 per cent. . . . 

Article 18. The Trust Co. is entering into this contract in 
contemplation of syndicating the bonds and offering them for 
public subscription. 1f, at any time before the prospectus has 
been issued, in the opinion of the Trust Co., the New York 
market conditions for securities shall be materially affected by 
any financial, commercial, or political crisis, so as to render the 
offering of the bonds to the public impracticable, the Trust Co. 
shall have the right to terminate this contract by giving written 
or cabled natice to the obligor addressed to the Finanzdeputa- 
tion of the State of Bremen, Bremen, Germany. . . . 


The issuing bank thus assumed responsibility for a 
definite purchase of only one-half of the total loan, 
and was relieved even of this limited responsibility if 
in its opinion the New York market conditions for 
securities had been materially affected between purchase 
and issue. 

The issuing bank, moreover, is careful not to pay 
the purchase price to the borrower before it has itself 
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received the proceeds from the sale of the bonds to 
the investors: 


Senator Shortridge. You do not pay for the bonds outright? 

Mr. Anderson. No. 

Senator Shortridge. You do not buy the bonds and pay for 
them outright and then undertake to dispose of them in the 
way you have described. 

Mr. Anderson. Your contract with a government or bor- 
rower usually provides that within, say, two weeks after issue 
the government or borrower will be placed in funds. 

Senator Shortridge. And in that period of time you have sold 
the bonds and received the proceeds to pay for them? 

Mr. Anderson, Yes, sir.?* 


" Hearings on 5, res, 19, p. 518. 


CHAPTER IV 
WHOLESALING OF LOANS 


The simplest way of handling a loan is as follows: 
A bank purchases the loan from the German borrower 
and retails the bonds to its customers. The National 
City Co. thus purchased in 1928 a $5,000,000 loan 
from the General Electric Co. for $4,556,250 or 
91.125 and retailed the debentures to 594 customers 
at 95. The spread in this case was then 3.875 points.’ 

As а rule, however, the issuing bank does not choose 
to retail all the bonds itself but organizes for this 
purpose a selling group. The National City Co. thus 
purchased in 1927 a $2,000,000 loan from the Saxon 
State Mortgage Institution for $1,820,000 or 91 and 
selected 36 dealers to whom they sold $342,000 at 93. 
Those $342,000 bonds and the $1,658,000 bonds 
which The National City Co. allocated to themselves as 
members of the selling group were offered to the public 
at 95, the total spread being 4 points.” 

But in most cases a more complicated apparatus is 
established for the issue and distribution of a loan: 
The bank which purchases the loan may prefer to select 
one or more banks as associates for the issue of the 
loan; and this syndicate often organizes a banking 
group as an intermediary agency between itself and 

* Since The National City Co. sold the debentures for $4,750,000, their 
gross profits were $193,750. Their expenses for this specific loan were 
$25,297 and the overhead expenses allocated to this loan $33,650, leav- 
ing a net profit of $134,803. 

*The gross profits of the issuing bank were $40,000, all of which 
went to The National City Co. The gross profits of the selling group 


were $40,000, of which $33,160 went to The National City Co. The 
total net profits of this company were $49,283. 
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the selling group and, in exceptional cases, an inter- 
mediate group as an intermediary agency between itself 
and the banking group. 

The usual procedure in handling a loan is then as 
follows: 

1. One bank, called the managing bank or issuing 
bank, purchases the loan from the borrower and 
organizes an originating group or syndicate composed 
of the managing bank and one or more other banks. 

Example. The National City Co., in September 
1925, purchased from the German Central Bank for 
Agriculture $25,000,000 Deutsche Rentenbank-Kredit- 
anstalt 7 per cent gold farm loan sinking fund bonds 
for $22,000,000, that is at 88 per cent. They retained 
a managing commission of 4 per cent and organized 
an originating group composed of themselves, Harris, 
Forbes & Co., and Lee, Higginson & Co. The shares 
of the three banks were $15,000,000, $7,500,000, 
and $2,500,000 respectively. They paid 88$ per cent 
for the bonds and were granted a commission of $ per 
cent. The “‘ original terms letter " sent by The National 
City Co. to Harris, Forbes & Co. after a telephone 
offering which had been verbally accepted read as 
follows: 

September 14, 1925. 

Dear Sirs: We have agreed to purchase subject to issue as 
planned at 88 per cent and accrued interest, $25,000,000 Deutsche 
Rentenbank-Kreditanstalt ^ Landwirtschaftliche Zentralbank 
(Central Bank for Agriculture, Germany) first lien 7 per cent 
gold farm loan sinking fund bonds, due September 15, 1950. 

A distributing group is being formed to take over this pur- 
chase at 89 per cent and accrued interest, and it is expected that 
the bonds will be offered to the public at 93 per cent and ac- 
crued interest through a selling group, members of which will 


receive a selling concession of 3 per cent on bonds confirmed to 
them. 
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We are pleased to confirm your partictpation of $7,500,000 
on original terms in this purchase, subject to a management 
and origination fee of } per cent to ourselves. 

Kindly confirm your acceptance and oblige. 

Very truly yours, 
‚ Vice President 


2. The originating group organizes a banking 
group or underwriting group composed of the 
members of the originating group and dozens or 
hundreds of other banks and sells them participations 
in the loan. 

Ехатріе. The National City Co., on behalf of the 
originating group for the German Central Bank for 
Agriculture loan, formed a distributing (banking) group 
composed of themselves (National City Co., Harris, 
Forbes & Co., Lee, Higginson & Co.) and 55 other 
bankers. The shares kept by The National City Co. 
and by Lee, Higginson & Co. amounted to $7,860,000 
and $1,300,000; the Guaranty Co. of New York took 
$250,000; and so on. The members of the distributing 
group paid 89 per cent for the bonds and were granted 
a commission of 1 per cent. The letter sent to the 
members of the distributing group read as follows: 
Confidential 

New York, September 15, 1925. 

Dear Sirs: We have agreed to purchase, subject to issue 
as planned, $25,000,000 Deutsche Rentenbank-Kreditanstalt 
Landwirtschaftliche Zentralbank (Central Bank for Agricul- 
ture, Germany) first lien 7 per cent gold farm loan sinking 
fund bonds due September 15, 1950. 

We are forming a distributing group in which we shall par- 


ticipate and of which we shall be the managers, to take over 
this purchase at 89 per cent and accrued interest, which price 


* 72 Cong. 1 sess, Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 before the Committee on Finance, pp 
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allows us a profit. We are pleased to confirm that we have 
offered you and you have accepted a participation in this group 
of $———— which participation is for your own account and 
not to be re-offered, subdivided, or transferred. The gross profit 
to this group is 1 per cent. 

Expenses in connection with the purchase and sale of these 
bonds will be charged to this distributing group. We reserve 
the right to trade in this issue and any profits or losses accruing 
through such trading will be credited to or charged against this 
distributing group. 

A selling group of which we shall be the managers and in 
which you will also be included wil! be given the privilege to 
offer these bonds to the public for subscription, subject to allot- 
ment, at 93 per cent and'accrued interest and will receive a 
selling concession of 3 per cent on face value of bonds con- 
firmed to them. 

The bonds are to be held together for sale under our manage- 
ment for a period of 60 days from date, with a privilege of 
extension, unless the account be sooner terminated by us. We 
are to have full control of the account, with power to sell the 
bonds and to repurchase and resell them. We are to make no 
charge for our services in managing the account, for, as stated 
above, a profit is included in the price at which the bonds are 
being sold to the distributing group; but, as members of such 
group, we shall be entitled to receive the same profit as is al- 
lowed to other members. We reserve the right to change the 
list price and concessions, and to close the account, at any time, 
without notice. 

Kindly confirm your acceptance to The National City Co. and 
oblige. 

Yours very truly, 
The National City Co., 
Harris, Forbes & Co., 
Lee, Higginson & Co., 


By The National City Co., 
‚ Vice President. 


3. The originating group organizes a selling group 
or distributing group composed of the members of the 


“The same, p. 178. 
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originating group and dozens or hundreds of other 
dealers who may or may not be members of the banking 
group, and sells them the bonds for retailing. 
Example. The National City Co., on behalf of the 
originating group for the German Central Bank for 
Agriculture loan, invited dealers to participate, without 
commitment, in the retailing of the bonds. The total 
number of participating dealers (including the origi- 
nating group) was 456. The shares kept by The 
National City Co. and by Lee, Higginson & Co. 
amounted to $7,000,000 and $1,685,000; the Guaranty 
Co. of New York took $175,000, etc. The members 
of the selling group paid 90 per cent for the bonds and 
were granted a commission of 3 per cent. The letter 
inviting the dealers to participate read as follows: 


New York, September 15, 1925. 

Dear Sins: We have agreed to purchase, subject to issue 
as planned, $25,000,000 Deutsche Rentenbank-Kreditanstalt 
Landwirtschaftliche Zentralbank ( Central Bank for Agriculture, 
Germany) first lien 7 per cent gold farm loan sinking fund 
bonds due September 15, 1950. 

We are inviting a selected list of dealers, including yourselves, 
to participate, without commitment, in the distribution of these 
bonds, for delivery, when, as, and if issued to and received by us 
and subject to all necessary approvals. The public offering price 
is to be 93 per cent and accrued interest. 

Subscription books will be open at the office of The National 
City Co., 55 Wall Street, New York City, on Wednesday, Sep- 
tember 16, 1925, and will be closed at our discretion. Y ou will 
be allowed a selling concession of 3 per cent on bonds con- 
firmed to you, out of which not exceeding | per cent may be 
reallowed to dealers, banking institutions and insurance com- 
panies. No other concessions are to be allowed by you to anyone. 
From the gross selling concession will be deducted such portion of 
the distributing expenses as we may in our discretion determine. 

Inasmuch as a substantial part of this issue has been taken by 
European groups, your acceptance of the terms of this offering 
letter and subscription for bonds is with the agreement on your 
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part that offerings of these bonds by you will be confined to the 
United States and Canada. 

Payment for bonds confirmed is to be made at 921 per cent 
and accrued interest at the office of the treasurer of The National 
City Co., 50 Wall Street, New York City, on or about Sep- 
tember 28, 1925, in New York City funds, at which time tem- 
porary bonds or interim certificates will be delivered. 

We reserve the right to retain the full selling concession on 
any bonds originally delivered to you (irrespective of the price 
at which such delivery is made) which may be repurchased in 
the open market at or below the list price of 93 per cent and 
accrued interest, during the operation of the account, or we 
may elect to require you to take up such repurchased bonds at 
repurchase cost to us. The balance of the selling concession 
will be paid upon the termination of the account on or about 
November 16, 1925, but we reserve the right at our discretion 
to dissolve the group at an earlier date and also to extend it for 
any period or periods not exceeding 60 days in the aggregate. 

We will manage the account with full powers and reserve 
the right to sell and repurchase and resell bonds in our un- 
controlled discretion. Upon written notice from us we may ex- 
clude from all interests and profits from this account anyone 
failing to observe the terms hereof and hold him liable to repay 
any concession which may have been allowed. We shall make 
no charge for our services in managing this account, as we will 
be otherwise compensated, but as members of the group we shall 
be entitled to receive the same concession as is allowed to other 
members. 

Preliminary circular describing this issue is inclosed. Ad- 
ditional circulars our imprint or in blank will be supplied in 
reasonable quantity upon request. 

Please send your subscriptions over public wires direct to The 
National City Co., 55 Wall Street, New York City and con- 


firm by letter. 
Very truly yours, 


The National City Co. 
Harris, Forbes & Co. 
Lee, Higginson & Co. 


By The National City Co., 
, Vice President? 


*'The same, pp. 178-79. 
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While this is the usual procedure, more or less con- 
spicuous deviations have occurred in specific cases: 

Mr. Granbery. ... As a matter of fact, every deal is 
handled a little differently from every other deal, which makes 


it very difficult to make a general statement covering the way 
all deals are handled." 


While as a rule the bank which carried on the 
negotiations with the borrower will be the managing 
bank, this is not necessarily the case. Of the five 
German loans managed by Chase Securities Corpora- 
tion, four (18, 60, 63, and 70) were negotiated by 
Blair & Co. 

While as a rule one bank, the managing bank, buys 
the loan from the borrower, this is not necessarily the 
case. Kuhn, Loeb & Co. and Guaranty Co. of New 
York were joint purchasers of the loan to the North 
German Lloyd (88) and were each responsible to the 
borrower for the entire amount. 

While as a rule the originating group is organized 
in one stroke, this is not necessarily the case. Kuhn. 
Loeb & Co. and Guaranty Co. of New York each 
participated with $10,000,000 in the purchase of the 
$20,000,000 loan to the North German Lloyd; but 
Guaranty Co. of New York ceded $5,000,000 to Lee. 
Higginson & Co., who thus became a third member of 
the originating group. Equitable Trust Co., the man- 
aging bank of the three loans to the State of Bavaria 
(14, 54, and 72), and Harris, Forbes & Co. at first 
each had a share of 50 per cent in the originating group 
for those loans, but Harris, Forbes & Co. ceded at cost 
one-third of their share to Harris Trust & Savings 
Bank of Chicago. Harris, Forbes & Co. similarly 


“The same, pp. 521-22. 
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ceded one-third of the $3,500,000 Pomerania Electric 
Co. loan: 


Mr. Granbery. Harris, Forbes & Co. bought the entire issue 
by itself. It undoubtedly ceded to the Harris Trust & Savings 
Bank of Chicago one-third of the bonds, or, roughly, $1,100,000 
at cost. 

Senator Johnson. Why do you say they undoubtedly did so? 
Did they? 

Mr. Granbery. Because we had, in Harris, Forbes & Co., 
an arrangement between the two organizations by which we gave 
each other business. If we bought a deal, we offered them an 
interest in it, and if they bought a deal they offered us an interest 
in it. 

Senator Johnson. As a matter of fact, do you know, in respect 
to this particular deal, whether that was done? 

Mr. Granbery. I am positive it was." 


'The members of the originating group (1) usually 
keep a share in the banking group (2) and often also 
in the selling group (3). But some banking houses, like 
J. P. Morgan & Co. and Speyer & Co., are merely 
wholesalers,* and other banking houses, like Kuhn, 


Loeb & Co., participate in the selling group only in 
some cases." 


An interesting example of the distribution of a loan 
(106) was given by Mr. E. C. Granbery, vice-chairman 


* The same, р. 522. 

"See testimony of Mr. Thomas W. Lamont and Mr. James Speyer 
(the same, pp. 3-4; 610, 641). Such banking houses, while not being 
in the selling group, may nevertheless retail bonds to clients (see the 
same, pp. 6+2, 1261). 

"See testimony of Mr. Otto Н. Kahn (the same, p. 120). “Our 
house participated in the originating banker's profits, meaning the 
originating responsibility; yes. In the underwriting syndicate usually— 
not necessarily always, but usually—in the distributing syndicate some- 
times, and sometimes not. My house is not a distributing house. It 
is a wholesale house, and as a rule the distributing syndicate consists 
to the largest extent of retailers or houses that are in contact with the 
public and have their salesmen all over the United States." See also 
the same, pp. 347-48, and testimony of Mr. C. P. Anderson, p. 515. 
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of the board of directors of Chase Harris Forbes Cor- 
poration: 


Mr. Granberv. I have an illustration here of a $17,500,000 
German consolidated municipal 6 per cent loan, issued on Junc 
1, 1928, in which there are now $15,850,000 outstanding. 

Senator Johnson. Correct. 

Mr. Granbery. Harris, Forbes & Co. bought the entire is- 
sue. We then formed the purchase group. 

Senator Johnson. Of whom? 

Mr. Granbery. Composed of ourselves: Lee, Higginson & 
Co. ; the Guaranty Co. ; E. Н. Rollins & Sons: and the Equitable 
Trust Co., with the percentages which are given above there. 

Senator Johnson. That is, +6% per cent to Harris, Forbes: 
234 per cent to Lee, Higginson & Co.: 13] per cent to the 
Guaranty Co.; 8} per cent to Rollins; and 8] per cent to the 
Equitable Trust Co. 

Mr. Granbery. Yes; and we made one-eighth per cent on 
the formation of that syndicate. 

Senator Johnson. So, first you received one-eighth per cent? 

Mr. Granbery. Yes, sir. 

Senator Johnson. Then what? 

Mr. Granbery. We bought the bonds at 914. We formed 
that syndicate at 912, that group that we just read. 

Senator Johnson. Yes, sir. 

Mr. Granbery. So, there were five principals. We then 
formed a banking group at 92, or three-eighths per cent above 
that price. 

Senator Johnson. How many were in that? 

Mr. Granbery. In that group there were five of the prin- 
cipals, the five original principals, and 76 dealers, or a total 
of 81 participants. The five principals had an interest in that 
banking group of $11,480,000, and the 76 dealers had an in- 
terest of $6,020,000. That was at 92. The bonds were offered 
to the public at 944. Any one of this group that sold bonds at 
9+4 received а 2 per cent selling commission for making the 
sale. The five principals combined sold $4,085,000 at retail. 
'The 76 dealers sold $6,565,000. Other dealers were offered the 
bonds with only a selling commission. They did not have any 
liability. There were 679 of those dealers, and they sold 
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$6,325,000, and we made one foreign sale of $520,000, making 
the total number of participants 761 selling the $17,500,000 
bonds.'? 


The participation of a number of banks in the 
various groups organized for the sale of German bonds 
is shown in the table, Appendix C. Since, as we shall 
see later, the main object of the banking group is to 
relieve the originating group of part of its financial 
responsibility, no member of the originating group has 
a larger participation in the banking group than in the 
originating group: but it may well be that a bank has a 
larger participation in the selling group than in the 
banking group.” 

Three banking institutions, J. P. Morgan & Co.. 
Guaranty Co. of New York, and Lee, Higginson & 
Co., also submitted to the Finance Committee the 
number of dealers in the various groups for the 24 
German loans which they have managed. Mr. E. C. 
Granbery and Mr. James Speyer in their testimony 
gave the same data for two loans managed by Harris, 
Forbes & Co. and Speyer & Co. Bancamerica-Blair 
Corporation kindly furnished us similar data for the 
seven loans managed or negotiated by Blair & Co. The 
information thus obtained is shown in the table on the 
following page. 

According to these statements the number of 
members in the originating group varied between | 
and 11, in the banking group between 13 and 146, in 
the selling group between 6 and 1,094. 


"The same, p. 525. 

" See The National City Co. loans Nos. 6, 21, 31, 116, and 125; Lee, 
Higginson & Co. loans Nos. 1} and 74; Guaranty Co. of New York 
loans Nos. 106 and 107; Brown Bros. & Co. loan No. 107. 

= Hearings on S. res. 19, pp. 525, 629-30. 
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The average participation of each member of the 
banking group was greatest in the Dawes loan (1), 
being $753,400. It was smallest in the case of the 
second loan to the Saxon State Mortgage Institution 


NUMRER or Dearers PARTICIPATING IN 33 Loans 


Number of Dealers 

No. Amount E E О шше 

°{ of 

Loan Borrower E Bank- | Sel- 
ing ing 

Group | Group 
$ German Republic.....,........-..)8110,000,000 1n 146 [1,094 
4 General Electric Co. E А 10,000,000 1 29 325 
6 Saxon Public Works. . ` ‚| 15,000,000 1 29 279 
9 City of Cologne........... Д .| 10,000,000 7 258 
1 X Central Bank for Agriculrure....... 2$:000:000 4 58 456 
2/ f 10, . 5 28 338 
124) State of Bremen. ed 5.000.000 5 26 
18 Wurtremberg Municipalities ds 8,400,000 2 5б" 270 
21 Rhine-Westphalia El. P. Согр..... 10,000,000 1 37 170 
26 Westphalia United El. P. Corp. $ 7,500,000 2 13 326 
28 General Electric Со..... 10,000,000 I 37 245 
31 Saxon State Mortgage Inititünon 5,000,000 I 36 SR 
44 leder Steel Corp... .. . 7.500.000 1 26 79 
52 Saxon Public Works... ate 15,000,000 2 48 259 
60 City of Hanover..... * Е 2,000,000 3 6 
63 City of Chemnitz. 2,000,000 3 — 18 
66 Saxon State Mortgage Institution 4,000,000 2 40 64 
70 Bank of Ease Prussian Landowners 7,000,000 2 47 118 
73 Hanover State Credit Instirure 4,000,000 2 175 
74 Central Bank for Agriculture. 30,000,000 3 63 393 
77 Rhine-Westphalia El. P. Corp. 15,000,000 1 58 381 
80 Saxon State Mortgage Institution 2,000,000 1 == 37 
85 Central Bank for Agriculture 50,000 ,000 3 75 553 
94 Bank of Silesian Landowners.. 6,000,000 2 RR 198 
99 Central Bank for Agriculture. 25,000,000 4 80 18% 
IOAN General Electric Со.............. | 10:000009) 1 |28 | 285 
106 Savings Banks & Clearing Ass.....| 17,500,000 5 81 76) 
116 Rhine-Westphalia El. P. cores -| 20.000.000 1 905 442 
117 Ilseder Steel Corp. M 10.000.000 1 58 nı 
125 Harpen Mining огр pie sive жаа аў 10,000,000 1 41 45 
127 Hansa Steamship Line... . 5,000,000 1 32 76 
131 Rhine-Westphalia El. P. Corp......| 20,000,000 1 R2 456 
133 German Republie.. ES 98.250.000 11 145 [1.011 
135 Saxon Public Works,.......-..-.- 10.000,000 2 61 R8 


a Three dealers in the intermediate group. 
è Two dealers in the intermediate group. 


(66) where, after deduction of the tranches sold 
abroad and of the share of the managing bank, it 
amounted to only $31,500. 

The average participation of each member in the 
selling group was greatest in the case of the loan to 
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the City of Hanover (60) where it amounted to 
$333,000; but this was a one-year loan which rather 
appealed to large investors. The average rarely сх- 
ceeded $100,000 and in some cases was lower than 
$30,000. But such averages are misleading. The 
example quoted by Mr. Granbery (106) is most 
illuminating inasmuch as it indicates the great variety 
in the sales of the various members of the selling group: 
the five members of the originating group sold 817 
bonds of $1,000 on an average, and the managing firm 
in addition made a foreign sale of 520 bonds; the 76 
dealers who belonged both to the banking and the 
selling group retailed 86 bonds on an average, and the 
679 dealers who only belonged to the selling group 
sold 9 bonds on an average. 

The large issuing houses have frequently been ac- 
cused of exercising undue pressure upon smaller banks 
when they wanted them to join a distributing group. 
The Hearings before the Finance Committee were by 
no means conclusive in this respect. 


Senator King. Was anything ever done by your syndicate 
or any other syndicate that you have any knowledge about that 
might be construed in the slightest way as coercion upon the 
part of your syndicate or any of your related banks to coerce 
other banks or other people to take part in this distribution? 

Mr. Lamont. Not the slightest, in anything that we ever 
heard or had to do with. Every bank or banking house to whom 
we addressed the syndicate letter offering it participation in the 
syndicate has an absolute right to reject it, and they frequently 
do. if it does not happen to suit their convenience.!? 


Senator Costigan. If a bank declines to take its allotment, 
or any allotment, is it at a disadvantage with respect to the 
handling of any future bonds? 


“ The same, p. 23. 
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Mr. Lamont. Oh, no: except on a common-sense basis—that 
is, if a house found itself consistently unable to place any bonds, 
eventually we would take that as an intimation that it did not 
care to have an invitation extended. That is all. 

Senator Costigan. In other words, in line with your testimony 
this morning, you wish us to understand that no compulsion, 
direct or indirect, is brought to bear upon any individual bank 
to take a particular issue? 

Mr. Lamont. Absolutely, completely.’ 


Senator Barkley. Where you make allocations, to what extent 
is there any compulsion connected with it, or any pressure 
brought to bear to force the bond house, or whatever it may be, 
to take the full sum allocated ? 

Mr. Mitchell. There is no pressure whatsoever. Of course. 
1 heard the questioning of Mr. Lamont yesterday. My answer 
would be exactly his, absolutely no compulsion. You realize, 
however, that a merchant does the largest amount of business 
with those who can be regarded as best customers, and it is 
only natural for a merchant in securities, who is a wholesaler, 
to allot generally to specific dealers who are his best and most 
constant customers. 

The Chairman. You do not force him to do it? 

Mr. Mitchell. No forcing at all. 

Senator Johnson. You would not continue your correspan- 
dence long if he declined to buy? 

Mr. Mitchell. He would not be a good customer." 


Senator Johnson. Who selects those houses? 

Mr. Kahn. We select them on the basis of our experience. 
on the basis of activities in the field of investment, and we 
know pretty well which are the desirable houses to deal with. 

Senator Johnson. Do you select the amount that will be al- 
located to each of those houses? 

Mr. Kahn. That varies. Sometimes we telegraph or telc- 
phone them that we have reserved for them such and such an 
amount of dollars of participation—‘‘ Do you wish to take 
them?” Sometimes we say, “ We are about to make such and 


"The same, pp. 55-56. 
"phe same, р. 110. 
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such an issue. Will you telephone or telegraph us how much 
you would like to have?” 

It is a matter of psychology, how eager we think they are 
going to be to participate. 

Senator Johnson. And you anticipate their eagerness at times? 

Mr, Kahn. I hope, frequently.'* 


Senator Couzens. That raises a question of the exact ac- 
curacy of a previous statement of yours to the effect that some 
sub-underwriter has the freedom to say yes or no to an offering of 
yours. You said he was entirely free. 

Mr. Kahn. Yes, Senator. 

Senator Couzens. I think that is not quite accurate. Per- 
haps you think it is accurate, but it is not, as a matter of fact, 
because these dealers, most of them, or sub-underwriters, know- 
ing the reputation that you have built up, and to which you 
have just referred, accept offerings at times because of the fact 
that they do not want to lose their connection and making it 
impossible to get inta “ soft things " that may be offered from 
time to time in the way of securities. 

Mr. Kahn. Your statement is quite correct, Senator, but 
the distributor is still free to decline or not to decline. As a 
rule, he would not— 

Senator Couzens. He is just as free as our seven or eight 
million unemployed are free to either work or not work. But 
in practice they are not free. They are subject to economic con- 
ditions; and so are these dealers or sub-underwriters only theo- 
retically free, because, as a matter of fact, their subsistence would 
be cut off if they, in practice, did not follow along with the 
ofierings made by these big houses in New York who have the 
good securities or whatever kind of securities you choose to call 
them, to offer to the public from time to time. 

Mr. Kahn. I can not altogether differ from you, Senator, and 
yet, on the other hand, I can not altogether agree with you, 
because to my own knowledge it has happened more than once 
that offerings from my own house have been declined by this 
or that distributor, because he thought that we were making a 
mistake as to the price at which we were seeking to place the 
bonds. That does not mean that next time we will have noth- 


"The same, рр. 120-21; see also p. 389. 
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ing to do with him. If he did it persistently, instead of in rare 
instances, we would say to ourselves, “ Well, evidently that 
fellow does not care to deal with us, and so we do not care to 
deal with him”; and his name would go off our list.'* 


Senator Johnson. You realize, do you not, that there are a 
great many small banks that have complained to many mem- 
bers of this committee? 

Mr. Kahn. I assume so. 

Senator Johnson. I will say to you that I am not bringing 
any small bankers here, because 1 do not want them to have to 
be submitted to any sort of irritation on the part of any of those 
with whom they have to deal; but not one but quite a number 
have stated to me in so many words that they have been com- 
pelled to take these securities, not because they wanted them, 
but because they felt that if they did not take them they would 
lose the opportunity for legitimate business, and they believed 
they were acting under coercion. I think you gentlemen ought 
to know that. 

Mr. Kahn. Senator, human nature is human nature on the 
part of small bankers no less than on the part of big bankers. 
There is always the tempration to blame someone else or some 
outside circumstances for one's own decisions or actions, if they 
turn out disadvantageous. Frankly, and speaking, of course, 
in a general way, and admitting exceptions, and confining myself 
to bond syndicates, inasmuch as that is my general line of busi- 
ness, I do not believe that at the time those small bankers took 
those bonds they acted or felt they were acting under coercion. 
They were anxious to take them. They asked for them. At 
that period, say, from 1924 to and including 1928, the bond 
market was extremely eager and very receptive, for bonds, es- 
pecially those vielding high rates of interest, a demand greatly 
exaggerated, as has since become apparent, and greatly bevond 
what it ought to have been. These little bankers wanted to be 
in bond syndicates just as the big bankers wanted to be, because 
90 per cent and more of such syndicates at that time turned out 
to be profitable. The fact that bankers are little does not in 
itself make them any more virtuous than others who are less 
little. 


"The same, pp. 353-54. 
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I honestly believe, and indeed know from my own knowledge, 
that those people wanted to be in bond syndicates at that period 
and asked for them. I recall numerous applications on the part 
of small dealers who wanted to go into our syndicates and to 
whom we had to say, “ We are very sorry, but our lists аге 
completely filled and we can not handle any more." 

Senator Johnson. But there were a great many of them that 
did not want them and felt that under the circumstances they 
were obliged to take them, and took them because they felt 
obliged to take them. You may call it moral suasion or what- 
ever you wish to call it, but it existed nevertheless.'? 


We have so far discussed the wholesale distribution 
from the purchase of the loan by the managing bank 
to the purchase of the bonds through the members of 


the selling group. We shall now turn to the retailing 
of the bonds. 


The same, р. 394. 


CHAPTER V 
RETAILING OF BONDS 


Five years ago Mr. Dwight W. Morrow, who then 
was a partner of J. Р. Morgan & Co., analyzed, in a 
very interesting article, the retail distribution of part 
of the bonds of the Dawes loan.' His investigation 
covered 24 American investment houses which had sold 
22.2 per cent of the total issue of $110,000,000. The 
average amount of their sales proved to be $3,194. 
The distribution of sales, according to size, was as 
shown in the following table: 


As Per- As Per- 

Number centage centage 
of of Amount of 

Amount of Sale Sales Total Sold * Total 
Sales $100 to $5,000....... 6,952 90.9 $13,099,900 53.6 
Sales $5,100 to $10,000..... +33 5.6 3,847,400 15.8 
Sales over $10,000......... 269 33 7,481,000 30.6 
Total sales: esce 7,654 100.0 $24,428,300 100.0 


Since Mr. Morrow published this article in 1927, our 
knowledge of the retailing of German bonds has been 
vastly enlarged through the tabular statements sub- 
mitted to the Finance Committee by The National City 
Co. and Guaranty Co. of New York. These two banks 
stated the number of their retail sales for all loans with 
which they were connected. The accompanying table 
shows for each such loan the participation of the banks 
in the selling group and the number and average 
amount of their retail sales. 

* Dwight W. Morrow, “ Who Buys Foreign Bonds?," Foreign Afairs, 
January 1927, pp. 219-32; reprinted in 72 Cong. 1 sess., Sale of Foreign 


Bonds or Securities in the United States, Hearings on S. res, 19 before 
the Committee on Finance, pp. 151-58. 
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RETAILING OF BONDS 


Numarr AND Averace Amount Or Reta. Sates or 


4 
6 
it 


12А 
12A 


Rorrower 


German Republic, .. ....4 


General Electric Co..,.... ‘ 
Saxon Public Works 
Central Bank for Agriculuurel 


аке of Bremen.. 


Rhine-Westphalia El. P, Corp. 
General Flectric Co.. 
Hamburg American Line 
Saxon State Mortgage Inst. 
Consolidated Hydro-Eleceric 
Works of Upper Wurt- 
temberg.......... 


40A) Savings Banks and Clearing! 
4018) | Association. 


Ilseder Steel Corp.. 

Saxan Public Works. 

State of Prussia. 

Stare of Hamburg... 

Berlin Elevated & Under- 
ground Railways Со, .... 

Saxon State Mortgage Inst. 

Central Bank for Agriculture 

Rhine-Westphalia El. Р. Corp. 

Saxon State мопазке Inse.. 


Deursche Bank. 
Stace af Prussia. 


Central Bank for e 
North German Lloyd. 


Westphalia United El. Р. |” 
Central Bank for Aiit] 


} General Electric Со... 


Sayings Banks & Clearing 


niral Bank of German 
‘State and Provincial Banks 

Hamburg Flevated, Under 
ground and Street Куз. Со. 

Geshirel 

Rhine- Wesephalia Fl. Р. Corp. 

liseder Steel 

Harpen: Mining: Caria 

Berlin City El, Co 

Hansa Steamship Line 

Rhine- Wesephalia El. P. Corp 

German Republic wal 


Saxon Public Works 


Foetal... 


Two 


6! 


BANKS 


Hank 


{| Nae. City Co. 
Guarancy Co. 


at. City Co 


Guaranty Co. 
Nat. Сісу Co. 
Nat. City Co. 
Guaranty Co. 


Nar. Сиу Co 
Guaranty Co. 
Nar. City Co 


Guaranty Co. 
Guaranty Co. 


Guaranty Co. 


Nat. City Co. 
Nar. City Co. 
Guaranty Co. 
Guaranty Co. 


Guaranty Co. 


Nat. Ciry Co 


Nar. City Co. 
Guaranty Co. 
Nat. City Co. 


Nar City Co 
Guaranty Co 


Guarantv Co. 


Nar. City Co 


Guaranty Co. 
Guaranry Co. 


Guaranty Co. 
Nar, City Co. 


Guaranty 


Nat. City Co. 
Guaranty Co. 
Мас City Co. 


Guaranty Co 


Guaranty Co. 
Nat. City Co. 


Guaranty. Со. 
Guaranty Co. 


Nar. Ciry Co. 


Nat City Co. 
Nar. City Co. 
Guaranty Co. 
Guaranty Co. 


NM EX Co 
Var City ge 


Guaranty 


Nae. City Co. 


Retail Sales 


Number 
% 8,000,000 3,374 
3,975,000 | 1,398 
4,800,000 1,125 
000 5 
10,750,000 3,739 
7,000,000 1,531 
175,000 119 
1,350,000 312 
1,146,000 308 
5.700.000 1,194 
4,908,000 1,352 
260,000 43 
3,424,000 958 
300,000 85 
1,300,000 220 
700,000 138 
3,515,000 1,243 
6,000,000 | 1,244 
100,000 52 
150,000 7 
500,000 96 
2,330,000 791 
6,356,500 1,700 
500,000 83 
6,763,500 1,824 
1,658,000 AGS 
500,000 98 
375,000 67 
7,303,500 2,191 
800,000 101 
1,500,000 213 
100,000 1 
5,501,500 1.4851 
400,000 91 
4,817,000 950 
50,000 10 
5,000,000 594 
1,500,000 285 
125,000 2 
100,000 1 
150,000 13 
250.000 28 
8,092,000 1,457 
5,215,500 1,890 
2,495.000 711 
100,000 2 
2,789,000 374 
8,428,000 1,078 
6.000.000 1,072 
4,000,000 631 
4,963,000 314 
152,224.500 | 37,095 


Average 
Amount 


$2,371 
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The total participation of the two banks was $152,- 
224,500, their total retail sales numbered 37,095, and 
the average amount of their retail sales was $4,104. 

What do such averages prove? 

Mr. Morrow, having found $3,194 to be the aver- 
age amount of the retail sales of the German bonds 
(as compared with $2,944 for the Austrian 7 per cent 
bonds, $3,808 for the Belgian 7 per cent bonds, $3,905 
for the Japanese 63 per cent bonds, and $4.335 for 
the Argentine 6 per cent bonds), drew the following 
conclusion from his investigation : ° 

For one thing, it disposed of the idea that offerings of forcign 
bonds are taken solely by wealthy individuals or large institu- 


tions. It showed, on the contrary, that these foreign bonds are 
being bought by large numbers of persons of moderate means. 


The first conclusion is certainly correct: offerings 
of foreign bonds are not taken solely by wealthy indi- 
viduals or large institutions; and J. P. Morgan & Co. 
would never in the case of the German loan have 
issued $440,000 in $100 bonds, $3,873,000 in $500 
bonds, and $105,683,000, or 96 per cent, in $1,000 
bonds, if they had destined this issue solely for wealthy 
individuals and large institutions. But neither Mr. 
Morrow's figures nor those revealed by The National 
City Co. and Guaranty Co. of New York show that 
these foreign bonds have been bought by large numbers 
of persons of moderate means. The fact that an 
American invests only $3,000 or $5,000 in a single 
German loan does not prove that he is a man of 

7Mr. Morrow's investigation covered only the sale of $91,231,800 
bonds. Its limited scope seems to have been overlooked by some students. 
See, for instance, Lothrop Stoddard, Europe and Our Монсу, р. 86: 
" Between 1924 and 1926, the great investment banking house of J. P. 


Morgan & Company conducted a series of exhaustive inquiries con- 
cerning the precise nature of foreign hond distribution." 
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moderate means. He may have invested $100,000 or 
$1,000,000, for instance, in other foreign or domestic 
securities, in a factory, in a farm, or in real estate. 
What part of the bonds offered in connection with 
American loans to Germany has actually been bought 
by persons of moderate means can only be ascertained 
by an investigation of the total means of the persons 
who have taken such bonds.’ 


The principal means of advertising a new issue to 
prospective investors is the bond circular published in 
the press and handed to prospective customers. We 
have shown in our former studies that many of those 
prospectuses were misleading.* They frequently exag- 
gerated the assets and frequently misstated the past 
debt record of the borrowers. It may suffice to cite 
two examples: 

The prospectus of the 1926 State of Anhalt loan 
gives $34,850,000 as the total value of the state 
forests. Since according to the official statistics the 
state forests covered 77,100 acres this would mean 
about $450 per acre. As a matter of fact, forest land 
in the state was evaluated in 1925-26 for the assess- 
ment of the property tax at an average of $6.85 per 
acre. 


? Mr. Charles E. Mitchell stated in his testimony before the Senate 
Committee on Finance: “When we look at the income-tax figures, 
we find that in 1930 there were returns from 3,376,000 individuals; 
2,613,000, or 77 per cent, had incomes under $5,000, and would not 
be a very prolific field for foreign security sales" He very rightly 
added that the number of individuals holding foreign bonds “is any- 
body's guess.” But his own guess was certainly far too high: "] 
should say that probably the figure of foreign security holders in this 
country would probably be in excess of a million and a half in number." 
See Hearings on S. res. 19, p. 70. 

*See Robert R. Kuczynski, American Loans ta Germany, pp. 74-79. 
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The prospectus for the 1925 State of Bavaria loan 
says: “ Bavaria has an excellent financial history " and 
does not mention at all that Bavaria only a year before 
had suspended the service on her entire debt. 

It would be wrong to minimize the influence of the 
prospectus upon the investing public. The Bavarian 
loan just mentioned was issued by the Equitable Trust 
Co. Mr. C. P. Anderson, Jr., vice-president of the 
Chase Harris Forbes Corporation, who was introduced 
to the Finance Committee by Mr. E. C. Granbery, vice- 
chairman of the board of directors of Chase Harris 
Forbes Corporation, as being “better qualified to 
answer questions regarding Chase Securities Corpora- 
tion or the Equitable Trust Co. business," himself 
rightly emphasized the importance of the information 
printed in the prospectus: 

Senator Thomas of Idaho. The investing public is, generally 
speaking, not in a position to carefully scrutinize foreign bonds, 
or being able to tell whether a bond is good or not that is 
issued by a foreign country, and they have to depend largely 
upon the reputation of the issuing house. 

Mr. Anderson. They of course have to depend upon the 
information that is printed in the prospectus or circular con- 
cerning the issue, which gives the salient points of the issue and 
of the country by which the issue is made. That prospectus is 
a document signed by the borrower.* 


Nor would it be right to assume, as many people do. 
that the issuing banks are relieved of legal liability to 
the investor if, as they usually do, they disclaim re- 
sponsibility for their circulars by adding in small type 
a qualifying remark (‘‘ dodge line ").^ According to 

* Hearings on S. res. 19, p. 519. 

“See, for instance, Stoddard, Europe and our Money, p. 202: “The 


“New Era’ bankers and bond-salesmen kept ‘within the Јам, and 
hence are today exempt from legal liability." 
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a decision of the Appellate Division of the Supreme 
Court of New York, handed down January 28, 1927, 
houses of issue can be called to account for false state- 
ments їп sales literature, regardless of whether 
they have plainly indicated their refusal to take 
responsibility." 

In case the placing of the bonds encounters dif- 
culties the sales propaganda continues after the date 
of offering. A striking example was the floating of the 
Young loan which was offered on June 12, 1930, at a 
time when the confidence of the American investor in 
stable or rising security prices had already been 
severely shaken, and at a price which was higher than 
the public had expected. The efforts to encourage in- 


"The listing applications to the New York Stock Exchange have 
recently also been described as utterly unreliable. 

“The sellers of these foreign securities enjoyed an absolutely free 
hand in their foreign-issue offerings in the American market, even 
securing listing on the New York Stock Exchange and other American 
exchanges by the mere formality of presenting an innocuous document 
prepared by the Minister of Finance or Treasurer of the foreign 
nation, municipality, or enterprise. 

“No check-up was made by the stock exchange to ascertain the 
accuracy of the statements therein made, and no recourse is left to 
the American investor but to sit idly by while his investment suffers 
untold shrinkage." (New York -lmerican, Nov. 8, 1931; reprinted as 
“extension of remarks” of Hon. Fiorello H. LaGuardia of New York, 
in the House of Representatives, Dec. 11, 1931; reprinted also in 
Hearings on S. res. 19, pp. 853-56.) 

But, so far as the applications for the listing of German loans on the 
New York Stock Exchange are concerned, a perusal of them convinced 
us that the information contained therein often is much more accurate 
than that of the corresponding prospectuses. We remember only a few 
cases where they were deficient, The listing application for the first 
$15,000,000 loan of the City of Berlin (8) did not mention that one 
of its purposes was the redemption of a $3,000,000 short-term loan. 
The application for the second Bavarian loan (54), in stating the 
amounts for the foreign debt service of Bavaria in 1926 and 1927, 
did not include amortization. The application for the second loan to 
the City of Frankfort (103) was as misleading as the prospectus for 
the first Bavarian loan mentioned above since it merely stated: “ Debt 
Record. There is no record of default in the payment of principal or 
interest of any of the city's obligations." 
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vestors had, therefore, been particularly intense. On 
the morning of the offering, the New York Times pub. 
lished the following statement: 


Active trading in the new bonds on a “ when issued " basis 
has been going on for several days in Wall Street. The se- 
curities were dealt in on the New York Produce Exchange 
yesterday at prices ranging from 91] to 914, representing a 
premium of 11 and 14 points above the offering price. "There 
was a total turnover of $65,000 on this Exchange. Over-the- 
counter transactions were also in fairly heavy volume and at a 
premium. Investment and banking institutions reported an 
active demand for the bonds, and orders for large blocks were 
coming in from all parts of the country. Americans of German 
extraction were said to have placed heavy orders for the bonds 
and to have shown their interest for some time through inquiries 
to banking houses. 

.. . Both the new issue and the Dawes Plan loan are direct 
obligations of the German government so that no priority of 
security exists between the two. 


On the morning after the offering, the New York 
Times carried on the front page an article which 
stated: 


It was said that orders for the bonds were received from 
between 900 and 1,000 banks and investment houses throughout 
the country and that many of these, in turn, had sold all of the 
bonds that they had been able to obtain and had asked for 
more. Several foreign banks applied for blocks of the American 
issue, but such requests were declined by J. P. Morgan & Co., 
as the syndicate managers, in favor of American houses. 

Initial trading in the issue on a “ when issued " basis was 
done on the New York Stock Exchange yesterday. The opening 
price was 9] and the issue subsequently reached a high of 911, 
closing at 902. This compared with the offering price of 90. 

'The turnover in the bonds was the heaviest of any issue on the 
Stock Exchange vesterday, with sales exceeding $1,000,000. 


A cablegram from Stockholm, published as a 
sequence to this article, informed the American in- 
vestor that 70,000,000 kronor of the Swedish issue of 
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110,000,000 kronor " will be absorbed by Kreuger 
and Toll." The Commercial and Financial Chronicle 
of June 14 carried the following statement on its front 
page: 

The offering proved an unqualified success, not only in this 
country, where subscription books were closed promptly at noon 
on the day of the offering (Thursday), but apparently also in 
the foreign markets where subscriptions for the loan were invited. 
Considering the rate of return to subscribers, and considering, 
also, the staunch character of the issue, the success of the loan 
cannot be deemed surprising. It may indeed be said to have been 
a foregone conclusion, as the loan was so plainly for a beneficent 
purpose and no opposition to it appeared anywhere outside of the 
objections raised by Congressman McFadden, the chairman of 
the Banking and Currency Committee of the House of Repre- 
sentatives, and these objections were effectually disposed of last 
week by Thomas W. Lamont, of J. P. Morgan & Co. Mr. La- 
mont’s remarks were made before the Academy of Political 
Science at the Hotel Astor on June 2, in introducing the guest 
of honor at the Academy’s luncheon, Sir Josiah Stamp.® 


Most of the facts stated in this propaganda probably 
were literally true. Sixty-five bonds may have been 
sold at a premium June 11 on the New York Produce 
Exchange. The selling syndicate, of course, had over- 
subscribed the loan and ‘‘ many " banks may have sold 
all the bonds that they had been able to obtain and 
may have asked for more. The opening price was 91 
and the issue subsequently reached a high of 91}. But 
it is also true that only one bond was sold at 917, and 
not more than 263 at 913 or 91, so that three-fourths 
of the bonds sold on the day of offering were sold at 
prices varying between 90% and 904. The decline con- 
tinued on the following days: 


* Vol. 130, p. 4107. See also pp. 4113, 4155, 4157, 4296. 
?'The assertion, however, that the new issue was as well secured as 
the Dawes loan was erroneous. 
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Prices AND TURNOVER oF THE YouNG Loan Bonns on THE New York 
Stock Excuance, June 12 To June 16, 1930 


Dare Firse High Low Last Bonds 

Price Price Price Price Sold 

June 12,..... 9t 91.25 90.375 90.625 1,043 
June 13... У 90 625 90.625 90.375 90.5 1,083 
une Hae... os 90 375 90.375 90.125 90.378 259 
une 16...... 90 125 90 25 90 90 230 


In the frst three days, 2,385 bonds had thus been 
sold at a premium of + to 1}. On Monday, June 16, 
59 bonds were sold at 90}, 131 at 903, but 40 at the 
offering price of 90. The trend of prices indicated 
clearly that part of the issue had not been adequately 
placed. Bonds were evidently offered on the Stock 
Exchange by investors who regretted their purchase 
and by speculators who had bought in order to resell 
quickly, at a premium if possible, at cost or at a loss 
if necessary. In order to prevent these offers from 
having a depressing influence upon the sale of bonds 
through bankers who had not yet succeeded in dis- 
posing of all the bonds allocated to them for retailing, 
J. P. Morgan & Co. decided to “ peg ” the price. They 
advised Mr. Richard Whitney. their broker (president 
of the New York Stock Exchange), to purchase until 
further notice. for their account at 90, any bonds 
offered on the market. The prices and the turnover 
during the pegging period were as follows: 


Prices AND TURNOVER OF THE YounG Loan Bonns on тне New York 
Stock EXCHANGE, Jung 17 то Jury 2. 1930 


Bonds Sold Bands Sold 
Date Date as жнр 
at 90 |ar90 125| Total ar 90 | ае 90 125] Total 
June 17..... 159 26 185 hune 26... 503 — 503 
Tune 18..... 795 28 823 June 27.... 924| — 924 
Tune 19. 350 10 360 | lune28 ... 270 | — 270 
June 20... 254 | — 254 | lune 30. ..| 551 10 561 
lune 21..... 240 | —— 240 | Julyt | S71 | — 571 
June 23 630 5 635 | July 2 383 19 4450 
lune 24..... 572 5 577 ——— | 
June 25..... 957 | — 957 Total ...| 7,189 133 7.305» 


* Including 5 honds sold ar 90.25 and 8 bonds sold at 90.5 cash. 
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Mr. Whitney during this period bought not only 
practically all Young loan bonds offered on the New 
York Stock Exchange but in addition many which 
were offered elsewhere. By July 2 his total purchases 
exceeded $9,200,000. The syndicate resold the bonds 
he bought to investors at 90, the purchasers not know- 
ing, of course, that the steady price on the New York 
Stock Exchange was a pegged price. On July 2 Mr. 
Whitney was advised by J. P. Morgan & Co. to stop 
his purchases. Thereupon the price on the New York 
Stock Exchange collapsed. The opening price on July 
3 was 88} as against a closing price of 90 on July 2. 
The total turnover was 1,076 bonds, of which 427 were 
sold in the regular way at from 88} to 893 and 649 
at from 892 to 911 cash.'* 

The New York Evening Post of July 3 commented 
on “ the dip in the price " as follows: 

The issue dropped to 881 in active trading on the New York 
Stock Exchange, with subsequent sales at fractionally higher 
figures, against a price of 90 at which the bonds were offered 
to the public three weeks ago. 

'The dip in the price of the issue followed the dissolution of 


the syndicate, which included a great many of the large financial 
institutions of the country. 


The New York Times of July 4 said: 


Unusually heavy trading in the new German International 
54s of 1965 marked the dissolution of the syndicate that recently 
bought the issue. The bonds, which have held at 90, the price 
at which they were offered, opened yesterday at 88}, subsequently 
touching 893 and finishing at 88i, off 14 points. The closing 
cash price was 913. 


Both newspapers were mistaken in assuming that 
the syndicate had been dissolved. It did not expire 


" [n the following week 1,202 honds were sold at prices oscillating 
between 881 and 891. 


6 
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until the end of July, after having disposed, without 
any loss, of all the bonds of the original offering and 
after having resold, without any loss, all the bonds 
purchased through Mr. Whitney. 

The profit of J. P. Morgan & Co. from this loan, 
after deducting all expenses except overhead charges, 
was $636,695.50. 

We shall now quote from the testimony of Mr. 
Lamont before the Senate Committee on Finance, 
December 18, 1931, a general statement as to the selling 
syndicates organized by J. P. Morgan & Co.: 


Mr. Lamont. We have what we call a syndicate group that 
we utilize to distribute through from time to time as these issues 
arise. It is made up of banks and institutions which have dis- 
tributing facilities and distributing houses, and so forth. . . . 


Senator Reed. In recent years it is a fact, is it not, particularly 
in London, that these distributing syndicates have been forced 
to absorb a great part of the issues? 

Mr. Lamont. London has a very sad story on that, Senator 
Reed. Oh, ves; they have come back on the hands of the under- 
writers in London very heavily. 

Senator Watson. Has that very frequently occurred here, 
Mr. Lamont? 

Mr. Lamont. It has occurred sometimes, Senator Watson. 
I do not recall offhand instances of them, but probably there are. 
"There is always the chance of it, vou know. 

Senator Couzens. Has the Morgan Co. had any experiences 
such as that? 

Mr. Lamont. I suppose we must have had in our long term 
of— 

Senator Couzens (interposing). I mean in the last few years? 

Mr. Lamont. Senator Couzens, I honestly do not remember, 
because those are details that do not come to my attention. 

Senator Couzens. They could not have been very extensive 
for you to not remember, could they? 
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Mr. Lamont. 1 think if they had been very extensive, my 
memory would not fail me.!* 


We shall next quote from the testimony of Mr. 
Whitney before the Senate Committee on Banking and 
Currency, April 21, 1932: 


Mr. Gray. . . . Now, you have referred to the pegging of 
loans. Members frequently take pegging orders to sell on a scale 
down and buy on a scale up? 

Mr. Whitney. Selling on a scale down and buying on a scale 
up—you mean stop-loss orders? 

Mr. Gray. No, I mean giving orders to sell at certain prices 
on the scale up—I used the wrong expression—on the scale up 
and buying on a scale down. That is frequently done, is it not? 

Mr. Whitney. I presume so, yes, sir. 

Mr. Gray. And it is done, is it not, for the purpose of 
making an artificial market, very frequently? 

Mr. Whitney. No, sir, not that I know of at all. 

Mr. Gray. Not that you know? 

Mr. Whitney. 1 do not think it is artificial. 

Mr. Gray. 1 beg your pardon? 

Mr. Whitney. 1 do not think that is artificial. 

Mr. Gray. You do not think it is artificial. You said that 
you handled the pegging of some bonds for the Morgan firm, 
did you not? 

Mr. Whitney. I did not, sir. 

Mr. Gray. What did you say about it? 

Mr. Whitney. I said that 1 handled orders on German 
government 54 per cent bonds. I did not say that 1— 

Mr. Gray (interposing). Did you not say that vou did exe- 
cute such orders or some of such orders for the purpose of 
pegging the market? 

Mr. Whitney. You asked me if I had and I said I did not 
believe so, if I remember. 

Mr. Gray. I want to know whether you have had time to 
find out. 

Mr. Whitney. Yes, ] have the facts before me if you wish 
to hear them. 


" Hearings on S. res. 19, pp. 20-21. 
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Mr. Gray. You have the facts before you. I would like 
to get them, yes. Tell me, please, about that. 

Mr. Whitney. Do you wish the whole story ? 

Mr. Gray. Yes, as fully as you can give it to us. 

Mr. Whitney. German 54's were offered on June 12, 1930, 
at 90, by a syndicate composed of 1,011 participants, dealers in 
securities, throughout the United States. The bonds sold on 
that first day, the offering price being 90, on the New York 
Stock Exchange between 90} and 91. They continued to sell 
at a price above the offered price until four days later, June 16. 
They continued to sell at the offered price and at prices above 
the offered price of { or a quarter until July 2,!° on which date 
the price agreement of the syndicate was lifted. On that day 
before that notice was sent out the bonds on the Stock Exchange 
sold from 90 up to 90}.!# That was the range. 

The following day, with no price, the bonds sold on the Stock 
Exchange between 881 and 91}, 1$ points below the offering 
price, and 1} points above." 

Then from here on until the expiration of the syndicate at 
the end of July, the bonds ranged between 89} and 88}, the 
average being approximately 884. At the expiration of the 
syndicate no bonds were delivered to the participants as against 
their participating agreements in the syndicate in case bonds 
remained. 

Mr. Gray. You mean that all had been disposed of that the 
syndicate desired to dispose of: is that the answer? 

Mr. Whitney. All so far as I know had been disposed of by 
the syndicate. 

Mr. Gray. Yes. 

Mr. Whitney. And during that time purchases were made 
at the syndicate price until the price restriction was taken off, 
so that for a period of 18 to 20 days all those who had pur- 
chased those bonds could have sold them at the purchase price 
or for more. And during that time we purchased for the account 


“This is a mistake. From June 17 until July 2, 6,776 bonds were 
sold at 90, 8+ at 90}, and none at a higher price. 

™ This statement is misleading. See table of prices on р. 68. 

“This statement is misleading. The price of the bonds sold in the 
regular way varied between 88} and 893. 


RETAILING OF BONDS 73 


of the syndicate approximately $9,200,000, slightly in excess of 
$9,200,000 bonds. 


Mr. Gray. Your firm, now, acting for Morgan & Com- 
pany—and if І am wrong about this, correct me; I so under- 
stood your statement the other day—acted for this syndicate in 
maintaining that price during the time that the syndicate's opera- 
tions were in effect; is that correct? 

Mr. Whitney. Yes, sir, under order. 

Mr. Gray. Under order, of course. 

Mr. Whitney. Yes. 

Mr. Gray. That means that your brokerage house executed 
such orders as were given to you by the syndicate; that is 
correct, is it not? 

Mr. Whitney. Through J. P. Morgan & Company. 

Mr. Gray. And the purpose of the execution of those orders 
was to maintain—and | was going to use the word “ artificial ” 
but I knew you would not agree with me—to maintain a fixed 
valuation for those bonds, that is correct is it not? 

Mr. Whitney. To maintain a price, sir, that at any time, 
as I have stated, during some 18 or 20 days any purchasers who 
did not want to hold the bonds that they had bought could 
have sold them at the selling price or higher. That is an ab- 
solutely usual and customary method of merchandising and 
distributing securities. 

Senator Brookhart (presiding). In that connection, did you 
tell them that you were only going to maintain that price for 18 
or 20 days? 

Mr. Whitney. Tell whom? 

Senator Brookhart. These purchasers? 

Mr. Whitney. Tell the purchasers—1 did not have anything 
to do with the purchasers, if you mean the persons to whom the 
bonds were sold. 

Senator Brookhart. You maintained the price 18 or 20 days 
so that they could sell and get their money back? 

Mr. Whitney. No, I said, if they wanted to sell. 

Senator Brookhart. If they wanted to sell. 

Mr. Gray. I think Mr. Whitney will admit that no such 
information was conveyed to those who actually conducted the 
deals with the purchasers. 
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Mr. Whitney. As to how long the bid would be made? 

Mr. Gray. Yes. 

Mr. Whitney. No, sir. 

Mr. Gray. He will admit that. 

Senator Fletcher. Were those bonds sold to the public 
generally, 

Mr. Whitney. That is to be presumed Senator Fletcher, 
inasmuch as there were 1,011 participants in that syndicate. 

Senator Fletcher. How much was the total? 

Мт. Whitney. А little in excess of 98 millions. 

Senator Fletcher. They were finally sold to the public 
through this syndicate? 

Mr. Whitney. Without knowing the absolute fact, I would 
say the majority of those bonds were sold to banks throughout 
this country all over. They were considered a prime issue at 
the time. 

Senator Fletcher. Then the banks sold them to their cus- 
tomers? 

Mr. Whitney. That I do not know. That I have no reason 
to believe. 

Senator Fletcher. These transactions did not take place on the 
Stock Exchange? 

Mr. Whitney. The sale of the bonds by the syndicate, no. 
The transactions that I have referred to did. There were very 
great transactions on the Stock Exchange over and above what 
we did, please understand.'? 

Mr. Gray. I understand that. 

Senator Brookhart (presiding). Is the idea of the syndicate 
that they have done their duty toward the customers if they 
maintain the market for 18 or 20 days after they have unloaded? 

Mr. Whitney. This particular issue was vastly over-subscribed 
by the public, by the country. It seemed to be an issue that met 
tremendous success. 

Senator Brookhart. That is not what [ asked you. 

Mr. Whitney. I am trying to explain. 

Senator Brookhart. I asked vou if these syndicates that 
operate on the Board of T'rade in this way or the Stock Exchange, 
considered thev performed their whole duty to their customers 


* Our figures on the turnover seem to disprove this statement. 
` 
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by maintaining a price for 18 or 20 days in which they could get 
their money back. 

Mr. Whitney. Certainly, in this specific case if there was 
ever any question of duty I think it was done. I believe that 
prices have been maintained for very much longer periods, where 
there seemed any reason to do so. 

Senator Brookhart. Supposing the public had turned around 
and sold them in 18 or 20 days. Would they have maintained the 
price anyhow? 

Mr. Whitney. I believe so. 

Senator Brookhart. There were not many sold in the 18 or 
20 days, were there? 

Mr. Whitney. I think about 20 per cent of the entire issue 
was sold, or more, on the New York Stock Exchange.'^ 

Senator Brookhart. That was the speculators? 

Mr. Whitney. No, sir. No speculators got these bonds that 
I know of. 

Mr. Gray. The point I want to develop, Mr. Whitney, is 
this: During that period of time your firm, acting under orders 
from this syndicate or from J. P. Morgan & Company in con- 
nection with those bonds, were maintaining a price on the market. 
"That is correct, is it not? 

Mr. Whitney. We were bidding a price at which anybody 
could sell bonds, yes, sir. 

Mr. Gray. In other words, what you had was what in effect 
you may call either a syndicate and pool, a syndicate for the 
issuance of the bonds, the underwriting of them, possibly, but 
a pool far the purpose of maintaining that price at a certain level, 
isn't that true, for a certain period of time? 

Mr. Whitney. Yes, Mr. Gray. The syndicate at all times 
were selling the bonds. 

Mr. Gray. Yes. 

Mr. Whitney. And as I stated, at the end of the period of 
the syndicate all the bonds presumably had been sold by the 
syndicate participants, all those and the ones they had bought 
back. 


“This is a mistake. The total turnover on the New York Stock 
Exchange prior to July 3 was not more than 10 per cent of the entire 
issue. 
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Mr. Gray. Yes. 

Mr. Whitney. Because no bonds were delivered by the syn- 
dicate to the participations when it was closed. 

Mr. Gray. And in order that the syndicate might get a 
proper price for the bonds your firm executed these various 
orders to keep that price up; is that right? 

Mr. Whitney. 1 do not think that the implication is correct. 

Mr. Gray. You do not think it is? 

Mr. Whitney. No, sir. 


Senator Brookhart. You were buying them [the bonds] for 
this same syndicate that was selling them to the public? 

Mr. Whitney. That is right. 

Senator Brookhart. And in that way they were double-cross- 
ing the whole community in maintaining their price. 

Mr. Whitney. I see no double-crossing whatever. 


Senator Brookhart. How much of the issue was over-sold by 
the syndicate? How much was it over-sold? 

Mr. Whitney. I have no knowledge that it was over-sold at 
all. I said that in my belief the issue was greatly over-sub- 
scribed ; in other words there were far more purchasers desiring 
bonds than there were bonds available. 

Senator Brookhart. You mean subscribed by orders on the 
Exchange. 

Mr. Whitney. No, to the syndicate. 

Senator Brookhart. To the syndicate direct? 

Mr. Whitney. Direct. 

Senator Brookhart. And were these sales made direct or 
through the Exchange? 

Mr. Whitney. The sales by the syndicate and their salesmen 
and themselves were presumably, so far as I know, made direct. 


Mr. Gray. Your orders to peg were on behalf of the sy айс, 
weren't they? 

Mr. Whitney. Yes. 

Mr. Gray. And your orders were to buy. 

Mr. Whitney. But I have not admitted that the syndicate 
was selling to me. 
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Mr. Gray. But the syndicate was selling at the same time. 

Mr. Whitney. Yes, but I do not admit that they were selling 
these bonds on the floor of the Stock Exchange. They were 
attempting to sell to investors. 

Mr. Gray. And while they were attempting to sell to in- 
vestors, where there were any offers in the open market, you 
picked them up, so as to not let the price drop? 

Mr. Whitney. At the price at which I had the order. 

Mr. Gray. [n order to keep up the price, while the syndicate 
was selling these bonds privately to the banks all over the country, 
any that were offered in the open market you bought, and then 
when the syndicate had sold all its original stock, it stopped, 
didn't it? 

Mr. Whitney. The syndicate, yes. But the price had not been 
a pegged price during that period.!* 

Mr. Whitney was probably right in saying that this 
"is an absolutely usual and customary method of 
merchandising and distributing securities" in the 
United States. It may indeed be an effective and inex- 
pensive method of selling bonds to a public which if 
it knew that the method was applied might not buy 
the bonds. However, it raises a serious question of 
business ethics, and the New York Stock Exchange 
should consider whether such practices are in accor- 
dance with its principle of maintaining a free and open 
market." We may also mention in this connection a 
decision of a British court which Mr. Lawrence Dennis, 
in his testimony before the Senate Committee on Fi- 
nance, quoted from Scott v. Brown, 2 Queen's Bench 
(1892), 724: 


lf persons, for their own purposes of speculation, create an 
artificial price in the market by transactions which are not real, 


“Transcript of Testimony, pp. 483-96, 534-35. 

"Speaking of corners in stock, J. Edward Meeker says: “Bur in 
extreme cases, it can always strike the stock from its list, on the basis 
that the 'free and open market' for the issue has effectually been 
destroyed and that further Exchange trading in it would represent only 
manipulation and unfairness.” (The Work of the Stock Exchange, rev. 
ed., p. 604.) 
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but are made for the purpose of inducing the public to take 
shares, they are guilty of as gross a fraud as has ever been com- 
mitted and of a fraud which can be brought home to them in a 
criminal court. 

In this case the correspondence put in evidence by the plain- 
tiff in support of the claim he made at the trial shows con- 
clusively that the sole object of the plaintiff in ordering shares 
to be bought for him at a premium was to impose upon and 
deceive the public by leading the public to suppose that there 
were buyers of such shares at a premium on the stock exchange, 
when, in fact there were none but himself. The plaintiff's 
purchase was an actual purchase and not a sham purchase 
(washed sale); that is true, but it is also true that the sole 
object of the purchase was to cheat and mislead the public. 

. I am quite aware that what the plaintiff has done is very 
commonly done; it is done every day. But this is immaterial. 
Picking pockets and various forms of cheating are common 
enough and are nevertheless illegal." 


The bankers connected with the distribution of 
bonds may, of course, if they want to, keep part of the 
bonds as their own property and then enjoy the 
privilege of having purchased them at a lower price 
than the normal investors. 


Mr. Speyer. 1 myself, and members of my family, have a 
loss on our books, or depreciation today, on all these securities 
here [foreign loans issued by Speyer & Co.], of $1,457,692. 
We have not simply sold them to the public. We have some our- 
selves. 

Senator Gore. I think that is pretty game. Did you never 
sell them, or did you buy them back? Did you hold them in 
the first instance? 

Mr. Speyer. Most of these we bought at the original issue 


price, . . .?9 


" Hearings on S. res. 19, pp. 1605-06, See also Lawrence Dennis, Js 
Capitalism Doomed? pp. 62-69. 
? Hearings on S. res. 19, p. 625. 


RETAILING OF BONDS 79 


But most of the bankers testified that they made a 
point of keeping as few of the bonds as they possibly 
could. 


Mr. Lamont. . . . Senator Morrow made another awfully 
good point, it seemed to me, as І ran over his testimony again, and 
that was this point: He emphasized the fact that the banks 
throughout the United States, the banks in New York and all 
that sort of thing, are not "loaded up,” using that phrase 
“loaded up," with the foreign bonds to the extent that a great 
many people in the public think they are. There seems to be a 
general impression on the part of the public that these are 
bankers’ bonds, that the bankers are loaded up with long-term 
bonds of countries all over the world and that their resources 
are impaired by the extent of those bond holdings, coincidental 
with the decline of domestic bonds, and that that is a very 
menacing—on the one hand—a very menacing point in the 
situation, and on the other constitutes a particular class of 
creditor whose object is to work together or to bring some 
particular pressure to bear in some direction. 

Senator Gore. That is true now, Mr. Lamont? 

Mr. Lamont. That is not true. 

Senator Gore. They are not loaded up now with these ? 

Mr. Lamont. I would say decidedly not, because, as Mr. 
Morrow pointed out, the method has been to distribute these 
bonds throughout the country and they are so distributed. 

Senator Gore. That is the point. Now, the shrinkage of 
value in these bonds occurred in the hands of the men that 
purchased them, did it not? In other words, Tom, Dick, and 
Harry have taken the loss, not the bank? 

Mr. Lamont. Well, it is a very deplorable thing that in the 
present depressed state of the world affairs, our private investors 
have been obliged to witness severe declines in United States 
government bonds, in foreign government bonds, in railroad 
bands, industrial bonds, and every kind of bonds. 

Senator Gore. Yes. 

Mr. Lamont. But answering your question: It has been and 
is today the great investing public upon which those declines 
have chiefly fallen, rather than on the banks. . . .?' 


™The same, p. 24. See alsa p. 54, and testimony of Mr. Опа Н. 
Kahn, pp. 134-36. 
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Mr. Aldrich. With respect to | German] long-term obliga- 
tions, that is, bonds; we carried them on the books at the 
market value, to the extent of $607,781, for The Chase National 
Bank, head office. 

Senator Couzens. When you say “at the market," what 
would that be below par? 

Mr. Aldrich. I think the par value is $1,812,000. It is some- 
what under half, but that is the amount at which we carry 
them on our books.?? 

The Chase Securities Co. holds, in German long-term bonds, 
$1,118,774, at the market. | do not know what the par amount 
is. It is about $2,000,000. 

Chase Harris Forbes Corporation holds long-term German 
bonds of $44,120.78 


Mr. Charles E. Mitchell testified that The National 
City Co., which according to his tabular statements had 
participated to the extent of 1.5 billion dollars in the 
flotation of foreign loans, owned ' $334,000 worth 
of foreign government bonds and $525,000 of foreign 
corporate bonds—that is, at par value.** With respect 
to German securities in particular, he stated: 


The holdings of The National City Bank of German govern- 
ment bonds today aggregate $1,556,000, and the holdings of 
The National City Co. of German issues of every name, nature, 
and description aggregate a par value of $631,000.25 

In appraising the statements of the investment 


bankers before the Finance Committee, it should, how- 


^ To the $1,812,510 held on Dec. 15, 1931 by The Chase National 
Bank, head office, should be added the holdings of the branches (for 
instance, $72,160 in the London branch) and $180,806 held by the 
American Express Bank & Trust Co, which, was merged with The 
Chase National Bank on Dec. 19, 1931. See Mr. Aldrich's letter of 
Jan. 29, 1932, Hearings on S. res. 19, pp. 2038-39. 

= The same, p. 406. The total German long-term and short-term 
holdings of the Chase concern (including the American Express Bank 
& Trust Co.) amounted on Dec. 15, 1931 to $77,466,618, of which over 
$73,000,000 were short-term credits. See the same, pp. 2038-39. 

“The same, р. 73. 

*'The same, р. 80. 
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ever, be borne in mind that, as Senator Gore put it, 
“ this entire investigation grew out of a popular belief 
in this country, or a suspicion, if you please to call it 
so, that a group of New York banks commonly referred 
to as the international bankers have today large hold- 
ings of foreign government securities, and that they 
are fostering an agitation to cut down, cancel, or reduce 
the debts owing by the foreign governments to this 
government in order to enhance the value of their 
holdings.” *° 


Mr. Mitchell. The amount that is held by large New York 
banks, for instance, is in no case enough to influence their judg- 
ment with respect to cancellation of debts one iota; nor is the 
amount that is held by them of such a size as in any way to 
affect their essential liquidity or their soundness. 


Senator George. As an illustration, what are the resources 
of The National City Bank? 

Mr. Mitchell. I think our last statement дені about one 
billion eight hundred and odd million. 

Senator George. And your German holdings are only a 
million and some? 

Mr. Mitchell. That is as stated. 

Senator Connally, With reference to foreign bonds, you are 
like the saloon keeper who never drank. His whiskey was made 
to sell, not to drink. 

Mr. Mitchell. With respect to bonds generally, we are 
merchants. 

Senator Connally. That is what I mean. 

Mr. Mitchell. We are merchants. 

Senator Connally. And the bonds of these foreign countries 
are to sell, and not to keep? 

Mr. Mitchell. Yes, sir.” 


* The same, p. 79. 
™ The same, рр. 80-81. 


CHAPTER VI 
SPREAD BETWEEN COST AND OFFERING PRICE 


Before entering into a discussion of the spread for 
the German loans, we wish to inform the reader that 
we do not know the spread for all the 135 loans. This 
deficiency is due to the fact that most of the firms 
represented at the Hearings before the Committee on 
Finance stated the spread only for those loans which 
they had managed, and that we were not able in all 
cases to supply the missing data either from the Hear- 
ings or from other sources. There are therefore only 
112 loans for which we know the total spread. Among 
the 23 loans for which we do not know the total spread 
there are, however, 9 for which we know the approxi- 
mate size closely enough to include them in our 
analysis.” 

Eleven of the 121 loans for which we have adequate 
knowledge of the spread were short-term loans which 
matured within less than five years. The spreads varied 
enormously. In the case of the six-month loan to the 
United Industrial Corporation (129), as low a spread 
as 0.125 points has been recorded. For some three-year 
loans (5A, 39B, and 70), on the other hand, it was 
3.5 or 4 points. The spread for the short-term loans for 


2 See Appendix B. 

"These are twa loans (2 and 34) where we knaw only the spread 
between the price paid by the originating group (which may be higher 
than the price paid by the managing bank) and the offering price, 
and seven loans (55, 62, 92, 105, 109, 112, and 114) where we know 
only the spread between the proceeds to the borrower (which are 
smaller than the price paid by the managing bank) and the offering 
price. 
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which we know it? aggregated $1,159,510; the total 
amount of issue was $69,000,000; the total spread then 
was 1.68 per cent of the par value of these short-term 
loans. 

The following table groups the spreads of 110 long- 
term loans according to size: 


Size or SPREAD FoR 110 Lonc-Term Loans” 


Number of Loans 
Spread 
Issued in Issued in Total 
1924-26 1927-30 

AUS cd Mus nete vadi Ef A 15 15 
(ЖЯ кеде АИ Айе ANNE 8 8 
3.5153,00. csse and 2 5 7 
Gu tere (Unc eue А 1 8 9 
3201545005 c ime сй. теш 5 6 11 
Lo ex 5 3 8 
SOG) i usum se 18 3 21 
ОНОЛ 8а а ава ай 11 2 13 
А Geen ae лон 10 1 11 
LO and Mores: 2i o eta ve 6 1 7 
Тота 58 52 110 


a We have allocated the 9 loans for which we do not exactly know rhe total spread 
to the groups into which in all likelihood they belonged. 


The spreads varied between 2.5 and 15 points. In 
15 cases they were lower than 3.5; in 77 cases they 
varied between 3.5 and 7.5; in 18 cases they exceeded 
7.5 points. The spread for the 101 long-term loans for 
which we know it aggregated $59,701,943; the total 
par value of issue was $1,277,025,000; the total spread 
then was 4.68 points.' 


3 Loans 5A, 35, 39, 49, 60, 63, 70, 72, 73, 86, 129, and 135. We do not 
know the spread for Loans 43, 71, 124, and 134 (total par value 
$13,600,000). 

*We do not know the total spread for 19 long-term loans with a 
par value of $70,900,000. On the basis of the approximate data 
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There was, however, a marked difference between 
the earlier and the later years. For 1924-26 no spread 
of less than 3.75 has been recorded and in one-half of 
the cases it was 6 or more. For 1927-30 one-half of 
the spreads were 3.75 or less and very few over 5 were 
recorded. The spread for the $4 long-term loans of 
1924-26 for which we know it aggregated $35,106,068; 
the total par value of issue was $596,950,000; the total 
spread then was 5.88 points. The spread for the 47 
long-term loans of 1927-30 for which we know it aggre- 
gated $24,595,875; the total par value of issue was 
$680,075,000; the total spread then was 3.62 points.* 
There may be two reasons for the reduction of the 
spreads in the later period: (1) German bonds became 
more popular with the American investor and this re- 


which we have for nine of those loans, we estimate the total spread 
for the 19 loans at $5,350,000 or 7.5 points. The spread for the 120 
long-term loans would then aggregate about $65,050,000; the total 
par value of issue was $1,347,925,000; the total spread would therefore 
be 4.83 points. 

It may on first sight appear surprising that the spreads for the loans 
which were not included in the tabular statements of the hanks should 
be so much higher than the spreads recorded. The reason for this 
divergency is that the witnesses heard by the Committee on Finance 
were mostly representatives of the largest banks which, in the case of 
German loans, were inclined to be satisfied with a narrower spread 
than were the smaller ones. 

For some large bankers the choice of a more conservative spread 
seems indeed to be so much of an established principle that they are 
not even aware that other bankers are not hampered by similar con- 
siderations. When Senator Johnson at the Hearings of January 6 
said: “ For instance, if there is a spread of 10—," he was interrupted 
by the witness, Мг, James Speyer, who finally said: “I do not know 
of anybody ever getting 10 per cent, but go ahead." (72 Cong. 1 sess., 
Sale of Foreign Bonds or Securities in the United States, Mearings on 
S. res. 19 before the Committee on Finance, p. 623.) 

* By taking account of our estimate for the I9 loans for which the 
spread was not recorded in the Hearings, the spread for the loans of 
1924-26 would increase to 6.05 points, and that for the loans of 1927-30 
зо 3.76 points. 
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duced the cost of distribution; (2) competition among 
issuing houses became keener. 

In comparing the spreads of individual loans the 
reader should be careful not to draw hasty conclusions. 
A spread may appear very low while actually the 
bankers may get some additional compensation not 
shown in the spread. We shall deal with those factors 
in the latter part of this chapter. On the other hand, 
a spread may appear very high and at the same time not 
involve a great sacrifice on the part of the borrower. 
The $4,000,000 loan of the German-Atlantic Cable Co. 
was purchased in the fall of 1925 at 87 and was to be 
issued at 94, leaving a spread of 7 points. It was, how- 
ever, not issued until October 1926. Since market con- 
ditions had considerably improved in the meantime, 
it could be offered at 99.5, the actual spread thus rising 
to 12.5 points. Since in this case the issuing house took 
all the chances and risks, the additional 5.5 points can 
not be considered as a burden to the borrower." 

There were, however, quite a few loans for which 
an extraordinarily large spread was fixed from the out- 
set. How is this to be explained? According to the 
unanimous testimony of all bankers who were heard by 
the Committee, the spread is determined by the risk 
and the expenses involved in issuing and distributing 
the loan. Were then the risk and the expenses involved 
in issuing and distributing the loans with the largest 
spreads particularly great? There is some evidence 
that this was not the case. Other factors not mentioned 
by the bankers must, therefore, in specific cases, have 
played a conspicuous part. 


*]t may be incidentally mentioned thar the issuing bank, W. A. 
Harriman & Co., sold $2,000,000 of this loan to Lee, Higginson & Co. 
at 93.5. 
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Let us take as an example the Leonhard Tietz loan 
with a spread of 14 points The $3,000,000 20-year 
73 per cent mortgage gold bonds of a well-known Ger- 
man department store were offered in January 1926 
at 97. The risk and the expenses of distribution could 
not possibly have been exceptionally large. A $3,000,- 
000 five-year 7 per cent loan of another German depart- 
ment store (Rudolph Karstadt) had been offered in 
October 1925 at 97 with complete success and with a 
considerable profit to the issuing bank." No other Ger- 
man loan with the exception of the $1,500,000 25-year 
73 per cent loan of the little City of Heidelberg, offered 
in October 1925 at 98.5, bore a higher rate of interest 
than 7 per cent. Since, moreover, the Leonhard Tietz 
bonds were redeemable with a premium of 5 per cent 
they certainly presented an attractive investment. How 
is it to be explained that the corporation accepted a 
purchase price of about 83 and at the same time granted 
an interest rate of 73 per cent? 

The explanation is to be found in the following 
statement of the report of the corporation for the 
year 1925: 


The item, American loan of RM 4,205,000, represents a 
credit which we secured in February 1925 from an American 
banking group to the amount of $1,000,000. With the taking 
of this credit there was connected an option for the issue of a 
larger long-term loan. The latter has been consummated in 
the form of a $3,000,000 20-vear 74 per cent loan secured 
through a mortgage on our real estate. 


T The spread of 1+ points in this case indicates the difference between 
the offering price and the purchase price paid by J. & W. Seligman 
& Co. to the managing bank, Lehman Brothers. The total spread may 
have been greater. 

* The total spread was 9 points and the profit of the issuing bank 
alone was $102,198. 
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It is perfectly clear that the corporation in January 
1926 would not have consented to an interest rate of 
7} per cent and a purchase price of 83 if they had not 
been bound by an option which they had granted a year 
before under much less favorable market conditions. 

The risk and the expenses involved in issuing and 
distributing the loan may be the only factors determin- 
ing the spread if the borrower is free to deal with any 
bank. But those two factors are not all-decisive if the 
borrower has no alternative. 

Let us now consider some misapprehensions as to 
the purport of the spread. 

A great deal of confusion as to the size of the spread 
arises from the fact that the “ flat” purchase price paid 
to the borrower sometimes includes accrued interest to 
be borne by the borrower. Let us illustrate that by the 
example of the 1925 loan of the City of Berlin. 

It had been so far generally assumed that the spread 
for the 6$ per cent $15,000,000 loan of the City of 
Berlin amounted to 3.5 points, the purchase price being 
85.5 and the offering price 89. But according to the 
statement submitted by the issuing bank, Speyer & Co., 
to the Committee on Finance, the spread was as follows: 


Original purchase price........ 85.5 flat 2 83.60 and interest 
Public subscription ргїсе................. 89 and interest 
Бртёлй “элек ОКНА иеа а t RS 5.40 


This loan was offered to the public on July 2, and 
bore interest from April 1. What apparently happened 
was this: The City of Berlin received 85.5 per cent 
of the par value of the loan in the middle of July and 
out of this sum had to pay to the bondholders 6% per 
cent interest for 3} months, or 1.9 per cent of the par 
value. 
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Other cases to be found in the statement submitted 
by Speyer & Co. arc as follows: 


City of Frankfort........... 90.6 flat=90 апа interest 
City of Огеѕдеп............ 88.5  flat288.25 and interest 
Hamburg American Line..... 94.5  flat—93.98 and interest 
City of Leipzig... ees 90 Яаг = 89.42 and interest 


Berlin Electric Elevated and 
Underground Railways ....90.375 Пас= 89.25 and interest 


We do not feel at all sure, of course, that the tabular 
statements of all bankers actually revealed the total 
spread as fully as did those of Speyer & Co. But even 
assuming they did, the spread would not in each case 
cover all compensations to be made by the borrower 
to the issuing bank. The additional compensations 
not so included may be: (1) Expenses of the issuing 
banks to be refunded by the borrowers; (2) charges 
for refunding a loan; (3) surrender of, or option on, 
stock at a reduced price. 

(1) The issue of a loan involves expenses of various 
kinds. They may be subdivided as follows: 

(a) Overhead expenses to be allocated to each in- 
dividual transaction and therefore to each loan, such as 
salaries of vice-presidents and other officers managing 
and overseeing the issue and distribution of the loan, 
statisticians, accountants, legal assistants, engineers, 
the clerical staff, and the sales organization; rents; 
office equipment; and taxes. 

(b) Expenses for the particular loan, such as special 
counsel expense, traveling and other expenses of special 
negotiators as well as of special experts studying the 
economic advisability of the loan, expense for telegrams 
and cables, for advertising, and for the Internal Reve- 
nue Stamp attached to the loan agreement. 
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(c) Expenses for the particular bonds, such as cost 
of engraving, fee for authenticating, and expenses for 
listing on the stock exchange. 

Expenses (a) are always covered by the spread. Ex- 
penses (b), as a rule, are also covered by the spread; 
exceptions refer in particular to the fee of the German 
counsel of the managing bank. Expenses (c), as a rule, 
are not covered by the spread. 


The contract of the State of Bremen with Guaranty 


Trust Co. of New York, dated September 1, 1925, thus 
reads: 


The obligor agrees to pay the cost of engraving, printing, and 
delivering the bonds (both temporary and definitive) and the 
receipts issued by the Trust Co., and of the exchange of the 
same for definitive bonds, and the cost of listing on the New York 
Stock Exchange. The obligor will also pay the fees of German 
counsel employed by the Trust Co. The obligor will also pay 
to the paying agent . . . for its services in authenticating the 
interim receipts and the temporary and definitive bonds 50 cents 
for each signature. . . . 


‘These expenses in any case will amount to tens of 
thousands of dollars and in the case of a small loan will 
easily run up to 1 per cent of the par value. 


* [n the case of another large German loan, which like the State of 
Bremen loan amounted ro $15,000,000, the cost of engraving was 1 
per 1,000, the fee for the German counsel 4 per 1,000. These two 
items, of course, are proportionally higher in the case of a small loan. 
The fee for listing a loan on the New York Stock Exchange is $120 
for each $1,000,000 or portion thereof; in addition, companies making 
application are required to pay the cost of printing the listing applica- 
tion. But the item about which German borrowers complained most 
was the exorbitant fee of 50 cents for each signature of interim 
receipts and temporary and definitive bonds. They simply could not 
understand why they should pay $5,000 for each 10,000 signatures 
printed by a machine. 

The American issuing houses, on the other hand, book these charges 
practically as if the printing of the bonds, etc. were one of the abjects 
for which the loan was taken. George E. Roberts, vice-president of 
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(2) The charges for refunding a loan always occur 
with premature refunding imposed on a borrower who 
wants another loan. The loan to be refunded may be 
(a) a short-term loan maturing in the near future or 
(b) a long-term loan due only after many years to come. 

(a) Let us take as an example the City of Cologne 
loan. The city had received from the International 


The National City Bank, in a letter to the Committee on Finance, 
referring to the 1928 Republic of Panama $12,000,000 loan, thus 
stated: 

“The proceeds of the loan received hy the Panama government 
were $11,460,000. . . . The proceeds were used as follows: 


“ To the redemption on Nov. 1, 1928, of all of the Republic 
of Panama 5 per cent bonds, issue of 1914, then out- 
standing: зуун и ойт УКК TREE SENA $1,327,200 


“Expenses in connection with the preparation of the de- 
finitive bonds, including listing, engraving, signing, 
countersigning, authentication, etc. Vile SIR eoe 50,000 " 


(Hearings on $. res. 19, p. 1942.) 

It may be mentioned in this connection that not only some expenses 
charged to the borrower for the issue of the loan but also some ex- 
penses charged to him in the course of the fulfilment of the debt service 
are excessive. The reader will find a large amount of details in 
Robert R. Kuczynski, -1merican. Loans to Germany, pp. 340-66, and 
Deutsche Anleihen im Ausland 1924-1928, pp. 245-53. We shall call 
attention here merely to one very striking example which came to our 
notice after the publication of those two volumes through the listing 
application of the State of Prussia accepted by the New York Stock 
Exchange on Oct. 29, 1930. The State of Prussia there reports that it 
has agreed that their fiscal agents, Brown Bros. & Co. shall cause 
notice of redemption of the bonds, drawn by lot according to the 
sinking fund schedule, "to be published in two daily newspapers 
printed in the English language and of general circulation in the 
Borough of Manhattan, the City of New York, at least twice а week 
for six successive weeks," prior to September 15 in the case of the 6) 
per cent bands and the same prior to October 15 in the case of the 
6 per cent bonds. This means that the fiscal agents, at the cost of the 
Stare of Prussia, shall publish from August till October of this year 
at least 24 advertisements enumerating the 257 6i-per cent bonds called 
by lot and at least 24 more advertisements enumerating the 690 6-per 
cent bonds called by lot. At least 48 similar advertisements will have 
to be published each year for 20 vears to come! 
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Acceptance Bank a $2,000,000 one-year credit maturing 
December 31, 1925. According to an agreement of 
July 9, 1925 with Blair & Co., the city was to receive 
a $10,000,000 25-year loan, the purchase price being 
due on August I, 1925. The redemption of the short- 
term loan was settled in this new agreement as follows: 


The bankers are further authorized to retain out of the pur- 
chase price of the bonds the sum of $2,141,583 to pay the prin- 
cipal and interest as they mature of the credit of $2,000,000 
granted to the city by the International Acceptance Bank, Inc., 
and the bankers shall allow the city interest on the sums so re- 
tained at | per cent per annum below the discount rate of 
the Federal Reserve Bank of New York from time to time 
current. 


Blair & Co. thus retained $2,141,583 of the purchase 
price of the new bonds to pay, as they mature, the 
principal and interest of the $2,000,000 credit granted 
to the city by the International Acceptance Bank, and 
allowed the city interest on the sum so retained at 1 per 
cent below the discount rate of the Federal Reserve 
Bank of New York. Since the former credit matured 
on December 31, 1925, and since the discount rate of 
the Federal Reserve Bank of New York from August 
to December 1925 was 34 per cent, the city received 
on the retained sum for five months 23 per cent or 
$22,300; while the interest which it had to pay five 
months in advance, assuming that it was 7 per cent, 
amounted to 58,300, so that this premature refunding 
cost the city $36,000 or 0.36 points of the par value 
of the new loan. The refunding clause of the agree- 
ment thus increased the spread for the new loan by 0.36 
points. 

A similar clause was contained, for instance, in the 
contract of the State of Bremen with Guaranty Trust 
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Co. of New York, dated September 21, 1925. The re- 
funding of a former 7 per cent $5,000,000 one-year 
credit out of the purchase price of $8,900,000 for a new 
7 per cent $10,000,000 ten-year loan was settled as 
follows: 


The obligor hereby authorizes Guaranty Trust Co. of New 
York as paying agent of its $5,000,000 principal amount of one- 
year external gold discount treasury notes, due December 1, 
1925, to set aside in a special account out of the amount so 
credited to it [for the new loan] the sum of $5,000,000 to be 
held in trust and applied to the payment of said one-year notes 
at their maturity on December I, 1925. On such account the 
Trust Co. will allow the obligor interest to December 1, 1925, 
at the rate of 34 per cent per annum. 


(b) Let us take as an example the loan to the 
Westphalia United Electric Power Corporation. The 
indenture of December 1, 1925 called for a loan of 
$25,000,000 of which $7,500,000 was to be issued at 
once and further slices when the corporation would 
need them. But when the corporation needed new funds 
in the summer of 1927, it obtained at first only short- 
term dollar credits, which appeared on its balance sheet 
of December 31, 1927 in the amount of $6,717,822. 
In January 1928 it received a new $20,000,000 25-year 
loan, out of which not only the short-term credits but 
also the first 25-year loan were to be redeemed. Since 
the first loan carried an interest rate of 6.5 per cent 
and was offered at 87.5 while the second loan called 
for 6 per cent interest and was offered at 92.75, the 
refunding operation was generally considered as ad- 
vantageous to the corporation. But a closer examina- 
tion shows that on the contrary it was very costly. 

The purchase price for the $7,500,000 slice was 
$6,075,000, or 81 per cent, and for the $20,000,000 
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loan $17,600,000, or 88 per cent. Since $7,500,000 
was retained for the refunding of the first slice, 
$10,100,000 only was credited to the corporation. If, 
on the other hand, the corporation had obtained a 
second slice of $12,500,000 at 88 per cent, it would 
have received $11,000,000, or $900,000 more, while 
its annual interest payments would have been greater 
by only $37,500 with a present worth of $421,790. 
The corporation thus suffered a loss of $478,210. The 
main profit from the refunding operation accrued to the 
banks, which received a spread of 4.75 on $20,000,000 
instead of on $12,500,000, or $950,000 instead of 
$583,750." 

In a similar manner, the mortgage and trust inden- 
ture of April 1, 1926 between Ilseder Steel Corpora- 
tion and The National City Bank of New York had 
called for a loan of $10,000,000 of which $7,500,000 
was to be issued at once and the remaining $2,500,000 
when the corporation would need them. The first slice 
of $7,500,000 was purchased by The National City 
Co. at 88.64 and offered at 94. The corporation 
was to redeem $187,500 every six months at a premium 
of 3 per cent, the last instalment being due on April 1, 
1946; but it was entitled to redeem all or part of the 
outstanding bonds prior to maturity on any interest 
date upon payment of the principal amount and a 
premium of 3 per cent. However, when the corpora- 
tion, in 1928, needed the remaining $2,500,000, another 
mortgage trust indenture, dated August 1, was con- 
cluded between the corporation and The National City 
Bank, according to which all the outstanding bonds 


~“ The banks profited in addition from the short-term credits. 
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of the former loan were to be redeemed at once (at 
103) and new $10,000,000 20-year bonds issued. The 
$10,000,000 issue was purchased by The National City 
Co. at 88.36 and offered (November 1) at 92, the 
spread being 3.64 points. 

It is perfectly clear that a spread of $364,000 could 
not possibly have been stipulated in 1928 for a German 
$2,500,000 loan. But it may be objected that this was 
actually a $10,000,000 loan and that from the bankers' 
viewpoint it represented a spread of only 3.64, which 
did not differ in essence from any other spread of the 
same size. There were, however, two marked difler- 
ences. First, the bankers rendered the German bor- 
rower a very small service indeed for the $364,000." 


“The purchase price of the origina! $7,500,000 loan of the Ilseder 
Steel Corporation was $6,647,889. The net proceeds to the corporation 
according to its balance sheet as of December 31, 1926 was $6,103,573. 
Since by October 1, 1928 five semi-annual instalments of $187,500 each, 
or $937,500, had matured (redeemable at 103), the par value oí the 
outstanding bonds at the time of issue of the new loan was $6,562,500. 
These bonds were to be redeemed immediately at 103 so that the 
corporation owed the bankers $6,759,375. It thus owed a larger sum 
than it had ever received in spite of the fact that it had already re- 
deemed $937,500 at a cost of $965,625. The purchase price of the new 
$10,000,000 loan heing $8,836,366, the corporation received from the 
bankers $8,836,366 — $6,759,175 — $2,076,991, while at the same time its 
outstanding bonds rose from $6,562,500 to $10,000,000 or by $3,437,500! 

It is true that the new $10,000,000 loan bore a rate of interest of 
6 per cent as against 7 per cent for the old $7,500,000 loan. Neverthe- 
less the refunding of the loan meant a great sacrifice for the borrowing 
corporation. At the time of the consummation of the new loan, the 
present worth of all payments due on the old loan according to the 
original agreement was $6,674,830, the present worth of all payments 
due on the new loan $9,393,023. The present worth of all future pay- 
ments was then larger by $2,618,193 than if the old loan had con- 
tinued to mature as originally provided. At the same time the amount 
paid to the corporation for the new loan was not more than $2,076,991 
and its net proceeds (deducting all expenses) probably did not exceed 
$1,900,000. 

Let us assume that the original agreement had been carried ou: 
and a new 6 per cent slice of $2,500,000 had been purchased by the 
hankers at a price of say 87. The corporation then would have 
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Second, the risk and work connected with the issue and 
the distribution of the new bonds were particularly 
slight: in order to induce the holders of the old bonds 
to exchange them for new bonds their old bonds were 
accepted at an exchange value of 103.75 (instead of 
103). There is not the least doubt that even those bond- 
holders who did not wish to keep the new bonds profited 
from this exchange operation and relieved the bankers 
from any further trouble as to the distribution of those 
bonds.” 

(3) A surrender of stock or the grant of an option 
on stock by the borrowing corporation to the issuing 
banks constitutes a very substantial supplement to the 
spread. Let us consider two examples: 

According to the tables submitted by The National 
City Co. to the Committee on Finance, the spread for 
the $20,000,000 loan of the Rhine-Westphalia Elec- 
tric Power Corporation (116) was 3.542 points. But 
the corporation had, in addition to the sale of the bonds, 
to surrender to The National City Co. RM 8,000,000 


received $2,175,000 or $98,009 more than it actually received. The 
present worth of its future payments on the old and the new loan would 
then have amounted to $9,023,088 or $369,935 less than the present 
worth of the new loan actually consummated, The corporation in this 
case would have received $98,009 less and would have had to spend 
$369,935 less. 

? Another striking example was the loan to the Unterelbe Power 
and Light Co., which in 1928 had to refund its 7 per cent $2,500,000 
15-year loan at a premium of 3 per cent in order to obtain a new 
6 per cent $5,000,000 25-year loan. According to the balance sheets 
of the corporation its proceeds from the first loan issued at 99.25 were 
only $2,166,444, or 86.66 per cent; its proceeds from the second loan 
issued at 93, $4,356,011, or 87.12 per cent. Its net proceeds from the 
second loan after deduction of the cost of refunding ($2,575,000) were 
then only $1,781,011. It thus incurred a $5,000,000 debt for which it 
received not more than $3,947,455. 

For further details as to the refunding of this and other German 
loans issued in America, see Deutsche ;Inleihen im Ausland 1924-1928, 
pp. 168-75. 
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American shares at 175 and to grant them an option on 
further RM 9,000,000 American shares, likewise at 
175. The actual value of the American shares was 
stated by The National City Co. in the prospectus for 
the loan as follows: “ The current market price of the 
German shares on the Berlin Stock Exchange indicates 
a market value for the American shares of approxi- 
mately $50 a share.” As a matter of fact The National 
City Co. offered the shares to the public at $51. If, 
therefore, we assume that the RM 8,000,000 shares 
surrendered by the borrower for RM 14,000,000, or 
$3,333,333, were worth $4,000,000 to The National 
City Co., the spread of 3.542 points or $708,400 was 
supplemented by another $666,667 or 3.333 points 
through the surrender of RM 8,000,000 American 
shares (and a chance of another $750,000, or 3.75 
points, through the option on RM 9,000,000 American 
shares). 

According to the tables submitted by Dillon, Read & 
Co., the spread for the $15,000,000 15-year loan of 
Rudolph Karstadt Corporation was 4.92 points. But 
the corporation had to grant Dillon, Read & Со. an 
option on RM 4,200,000 shares at 200. It we take 
as a basis the market value of 240 indicated in the 
prospectus, this option would correspond to a profit 
chance of about $400,000 or 2% points of the par 
value." 


З We may incidentally mention in this connection the Hugo Stinnes 
loans, which are usually considered as German loans, but which we 
have excluded from our tables because those corporations were in- 
corporated in Maryland. In addition to their official commission the 
bankers, who issued those two loans with а par value of $12,500,000 
each, received as a special bonus or commission 500,000 shares which 
they proposed to sell at $20 per share (see New York Times, Nov. 30, 
1926). This special commission therefore was meant to provide the 
bankers with an additional spread of 40 per cent. 
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The total spread for the 112 loans for which we 
know it was $60,861,453. We estimate it for all the 
135 loans at $66,500,000. To this should be added 
the various additional compensations to be made by the 
borrower to the issuing banks. We feel sure that these 
additional compensations exceeded | per cent of the 
total amount of issue; they may even have exceeded 
} per cent. The total spread, including these compen- 
sations, thus amounted to over $70,000,000. 


CHAPTER VII 
DISTRIBUTION OF SPREAD 


If all the bonds are retailed by the bank which pur- 
chased the loan. as was the case with the $5,000,000 
loan of the General Electric Company, the entire spread 
goes to that bank. 

If the issuing bank has no associates but organizes a 
selling group, as was the case with the $2,000,000 loan 
of the Saxon State Mortgage Institution, the selling 
group receives part of the spread as a commission while 
all the rest of the spread goes to the issuing bank. 

But in most cases the spread is further subdivided: it 
is split up into commissions to be allocated, as the case 
may be, to the managing bank, the other originating 
banks, and the various members of the intermediate 
group. the banking group, and the selling group.'! We 
shall now analyze these various commissions. 


I. MANAGING COMMISSION 


If the managing bank stays by itself and does not or- 
ganize an originating group there is no special manag- 
ing commission, the compensation for management 
being included in the originating commission. If, on 
the other hand, there is an originating group, the man- 


1 We should perhaps once more draw attention to the loan of the 
German-Atlantic Cable Co. because in this case part of the spread 
was used for other purposes before any commission was allocated. 
As will be remembered, the managing bank kept this loan for an entire 
year and afterwards sold it to the originating group at 6.5 step-up. 
Those 6.5 points represented the profit which the managing bank 
derived from an improvement in market conditions and had precedence 
over any commission. 
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aging bank may or may not allocate to itself a managing 
commission apart from its share in the originating 
commission. 

Our knowledge of the managing commission is rather 
limited. It appears that J. P. Morgan & Co. and Hall- 
garten & Co. took such a commission for each of the 
three German loans which they floated, while Kuhn, 
Loeb & Co., Lee, Higginson & Co., Brown Bros. & Co., 
W. A. Harriman & Co., and Blair & Co. took no man- 
aging commission for any of the 15 loans where they 
organized an originating group. The National City 
Co. took a managing commission for four of the six 
loans where they organized an originating group; Наг- 
ris, Forbes & Co. for at least two loans. Speyer & Co. 
retained a managing commission in only one of the 
seven cases where they organized an originating group: 

Senator Johnson. Well, generally speaking do you have a 
step-up price to those who come in with you? 

Mr. Speyer. No; not with our original contractors, or only 


in one instance. Asa rule they come in pari passu in the purchase 
price. That is why our profit is small. It is divided up.? 


The table on page 100 shows the managing com- 
missions for those loans where we were able to as- 
certain it. 

The managing commission for these ten loans varied 
between 0.1 point (39) and 0.674 points (40). The 
total amount of issue was $396,750,000 and the total 
of the managing commissions $888,875, or 0.224 
points. The participation of the managing banks in the 
originating groups was $156,984,083 for the nine loans 


? Nor was a managing commission retained for the four loans negoti- 
ated by Blair & Co. and managed by Chase Securities Corporation. 

372 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 before the Committee on Finance, p. 623. 
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where we know that participation. The managing com- 
missions in those cases totalled $813,875, or 0.518 per 
cent of the par value of the participation. 


Manacinc Commission oN TEN Loans 


Managing Commission 


Participation pm Percentageof 


No. , " 
Managing Total А 
of of Managing Man 
Loan Bank Issue Bank | Amount 
Total P. 
Ioue ation 
1 P. Morga $110,000,000 |$33,000.000 |$275.000 | 0,25 | 0,833 
11 ond ie... 25,000,000 | 15:000000 | 31:250 | 0:125 | 0:208 
39. | Hallgarten........| 3.000.000 600,000 3.000 | 0.1. | 0.5 
30A1 | Harris, Forb 15,000,000 | 7.000,000 | 125,000 | 4 1.786 
MOBS le eee 8,000,000 | 3.733.333 | 30.000 | 0 0.804 
65 Speyer Co. 15,000,000 75.000 | 0 
14 National Ci 30.000.000 | 18.000.000 | 37.500 | 2 0.208 
8$ National Citv..... 1000.000 | 30.000.000 | 62.500 | 0 6.208 
99 National City. 000 | 12,500,000 | 31.250 | 0 0 25 
106 Harris, Forbes 7.500.000 | 8.167.000 | 21.875 | 0 0.268 
133 | J. P. Morgan... 000 | 28.983.750 | 196.500 | 0 0.678 


What are the factors determining the managing com- 
mission? On this point the testimony of Mr. Lamont 
was quite explicit: 

Senator Barkley. In some cases, as I understand it, in addition 
to sharing the compensation received by the other institutions, 
you have ап item which you call a manager's compensation. 

Mr. Lamont. Quite so. 

Senator Barkley. Which is in addition to that pro rata com- 
pensation, and which I assume is charged for the responsibility 
and effort of handling the whole issue. 

Mr. Lamont. For the responsibility, yes, and the actual 
work involved, which is very heavy and very expensive in itself, 
in managing such a syndicate in these large instances. To tell 
you the truth, gentlemen of the committee, I am a little mortified 
in indicating the very limited amount of managing commissions 
that we have received. I am afraid I may invoke the sympathy 
and pity of the committee too much. 

Senator Barkley. Why would that compensation apply in some 
cases and not in others when you assume the original responsi- 
bility in all cases? 
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Mr. Lamont. It would depend upon the circumstances in the 
case of any particular issue. Where one could see that the amount 
of managerial work involved was going to be very heavy you 
would arrange for yourself a fraction of a commission to try 
to cover that. In a case where the work was not going to be 
so heavy you might omit it entirely. In the case of the first 
Austrian loan, there as a matter of principle, we declined to take 
any compensation because that was considered more or less in 
the light of a public duty, if we can call it that. Austria was 
on the verge of collapse, and this loan had been arranged by the 
allied nations of Europe and a guaranty given it by certain 
nations, It was for the purpose of trying to rehabilitate the 
economic situation of a people suffering from depression and 
almost in despair, and we made a very extraordinary endeavor to 
have the expense just as light as possible. 

Senator Barkley. But you have no such rule to apply gener- 
ally? In other words, each case stands upon its own bottom? 

Mr. Lamont. Yes; each case stands upon its own merits.* 


According to Mr. Lamont, then, the managing com- 
mission is charged for the responsibility and the ex- 
penses involved in managing a loan. The commission 
may be omitted if the expense is small—or out of 
generosity. 

Generosity, however, evidently plays a rather un- 
important part. Although J. P. Morgan & Co. took no 
commission for managing the Austrian reconstruction 
loan, they took a commission of $200,000 (14 per 
1,000) for managing “ а loan for reconstruction and 
rehabilitation of Japan after their terrible earthquake 
and йге”? and they took a commission of $275,000 
(2.5 per 1,000) for managing the German reconstruc- 
tion loan of 1924. 

As to the responsibility assumed by managing a loan, 
the first question which arises is: Responsibility to 


'The same, pp. 6-7. 
5 Testimony of Mr. Lamont, the same, p. 43. 
8 
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whom? It may be responsibility to (1) the borrower, 
or (2) the investors. 

(1) In many cases, the managing bank assumes no 
other responsibility towards the borrower than do all 
the members of the originating group. But if the man- 
aging bank is the only original purchaser of the loan, 
it assumes some legal liability towards the borrower 
which the other members of the originating group do 
not share. The managing bank in those cases is the only 
agency directly responsible to the borrower for the pay- 
ment of the purchase price, although the other members 
of the originating group, of course, are bound to pay 
to the managing bank the purchase price for their share 
of the loan." But the managing bank, as we have seen, 
frequently succeeds in considerably restricting this finan- 
cial liability towards the borrower by purchasing at first 
only part of the loan contracted for and by subjecting 
even this partial purchase to certain conditions; more- 
over, it does, asa rule, not pay the purchase price to the 
borrower before it has itself received the proceeds from 
the sale of the bonds to the investors. 

In a general way it may be said that the managing 
commission cannot be considered as a compensation for 
a specific responsibility which the managing bank as- 
sumes towards the borrower. Even if a managing com- 
mission were taken whenever there is such a specific re- 
sponsibility—which is not the case—it could not be so 
considered because it sometimes is taken when there is 
not such a specific responsibility. 


6 [t may be argued that the managing bank might find it impossible 
to organize an originating group and so would not be protected by 
a pledge of associates. But this argument is futile since no issuing 
bank which wants to take in associates would sign the contract with 
the borrower before having secured the co-operatian of such associates. 

7 See above, pp. 41-43. 
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(2) There is certainly no financial or moral respon- 
sibility on the part of the managing bank towards the 
investors which is not equally shared by the other mem- 
bers of the originating group who do not receive a 
managing commission. No matter whether the bond 
circular appears with the signatures of all the members 
of the originating group or whether each member issues 
circulars bearing its signature alone, it is financially re- 
sponsible to the investors for the content. Nor could or 
would it shift moral responsibility to the managing 
bank, which as a matter of fact frequently is a less im- 
portant house than other members of the originating 
group.* 

Can the managing commission be justified by the ex- 
penses involved? Mr. Lamont stated: “ Where one 
could see that the amount of managerial work involved 
was going to be very heavy you would arrange for your- 
self a fraction of a commission to try to cover that.” 
These efforts to try to cover the managerial expenses 
through the managing commission seem to have met 
with complete success. Let us take as an example the 
Dawes loan. The gross profits of J. P. Morgan & Co. 
in all groups (managing, originating, intermediate, 
banking, selling) were $879,690; their “ share of ex- 


8 Some firms like J. P. Morgan & Co. and Speyer & Co. make a point 
of managing themselves all the loans which they publicly offer: 

“Senator Johnson. Was your house the originator of the loan or 
the original agent for the loan? 

“Mr, Speyer. We are in every instance. We are always the origi- 
nators. We never participated under anybody in any public offering. 
Every loan mentioned here we were the originators of, and in most 
instances in association with leading European bankers.” (Hearings 
on $. res. 19, р. 608.) 

Other firms fallow another practice. The National City Co. were 
thus members of the originating group of foreign loans managed by 
White, Weld & Co., Field, Glore & Co., J. & W. Seligman & Co., Potter 
& Co. 
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penses in all groups" was $14,383; and their " net 
profits in all groups " were $865,307. The managing 
commission of $275,000 alone was then almost 20 times 
as large as the expenses in all groups." But these ex- 
penses do not include the overhead charges, and the 
compensation of the leading officers for the time de- 
voted to the managerial work may have cost ‘the cor- 
poration more than all the other expenses combined. 


Neither the responsibility nor the expenses involved 
seem to justify the allocation of a substantial managing 
commission. There may, however, be other reasons to 
explain it. The evidence at the Hearings of the Finance 
Committee was rather meagre. So far as it went, it 
seems to indicate that the managing commission is 
one of those arbitrary fees which may or may not be 
taken—whose existence is mainly based on the lack of 
sufficient opposition. 


П. ORIGINATING COMMISSION 


The originating commission on the long-term loans 
varies between 0.5 and 5 points. But the expenses of the 
originating group also vary a great deal. One impor- 
tant item is the commissions paid by the issuing bank 
to agents who “ bring ” the loan. As shown in Chapter 
III, the Hearings contained only indirect evidence as to 
the employment of such agents in the case of German 
loans. We must, therefore, confine ourselves to quoting 
the facts for two loans which, as we know, had similes 
in Germany, the $6,000,000 loan of the City of Berne, 


? J. P. Morgan & Co. arranged a managing commission for 25 of 
the 45 foreign loans which they managed from Jan. !, 1920 to 
Dec. 31, 1931. These commissions totalled $1,905,309, their gross profits 
from all loans in all groups $10,883,626, their "share of expenses in 
all groups " $811,723, and their “net profit in all groups” $10,071,903. 
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Switzerland, purchased by Speyer & Co. at 94 and 
offered at 99, and the $2,000,000 loan of the Province 
of Lower Austria purchased by J. & W. Seligman & Co. 
at 87 and offered at 98.5: 


Senator Johnson. There was a 23 per cent commission paid 
to the distributors. 

Mr. Speyer. Yes. 

Senator Johnson. And you had a spread of 5 per cent. 

Mr. Speyer. Yes, sir. 

Senator Johnson. So that you had 23 for yourself? 

Mr. Speyer. Yes, sir. 

Senator Johnson. Now, on $6,000,000 that would be $150,- 
000, would it not, at 24 per cent? 

Mr. Speyer. I will explain that in a minute. 

Senator Johnson. Just let me complete my question. That 
would be $150,000 in the first instance, on the first step-up 
price, and yet your profit is set out here as $64,000. 

Mr. Speyer. Yes. 

Senator Johnson. Now, if you would explain that, please, 
so that we may get the record perfectly clear on those profits, 
I will appreciate it. 

Mr. Speyer. I can explain that in this way: . . . out of the 
5 per cent spread | per cent was paid in Europe to the agent 
who secured the loan for us. A quarter per cent went to the 
leading bank in Switzerland in helping to secure the loan. That 
makes 14 per cent, which is just half of it... . 


Senator Couzens. Who got the 1 per cent in this case? 

Mr. Speyer. Our own house, or rather, not our own but the 
family firm Lazard Speyer Ellissen, in Frankfort, who sent 
somebody to Berne to act in connection with securing the loan. 

Senator Couzens. And they got the first 1 per cent? 

Mr. Speyer. Yes, sir. And then there was the Credit Suisse 
in Zurich that got a quarter per cent. That makes 1} per cent 
out of the 24 per cent. That left 14 per cent, which is about our 
amount after taking out expenses, $64,000.'° 


10 Hearings on S. res. 19, pp. 610-11. 
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Senator Johnson. We start with the Province of Lower 
Austria, $2,000,000. 
Mr. Strauss. Our total profit, of all kinds, in connection with 


that matter was $39,152. 
Senator Johnson. Why should that be so with a spread of 


11.5 points? 

Mr. Strauss. Well, we subdivided participation with the 
people who brought the loan to us. 

Senator Johnson. And your hae step-up price was what? 

Mr. Strauss. There was a step-up price of 8 points. 

Senator Johnson. You took an 8-point step-up price to begin 
with in the case of that loan? 

Mr. Strauss. And that amounted to $160,000. . . . From 
that sum there was deducted, and which the group did not get, 
$87,000 of actual expense, leaving the net revenue. or profit 
$72,000, or about 3.6 points.?! 

The procedure in this case evidently was as follows: 
J. & W. Seligman & Co., who with Е. J. Lisman & Co. 
formed the originating group, purchased the loan from 
the borrower for $1,740,000 and sold it to the selling 
group for $1,900,000. Of the commission of $160,000 
a considerable part went to *' the people who brought 
the loan to us " ; the balance up to $87,000 was spent for 
other minor expenses; and the remaining $72,000 was 
profits divided between J. & W. Seligman & Co. and 
F. J. Lisman & Co. 

The available data on the expenses of originating a 
loan are so scanty that it is impossible to draw any defi- 
nite conclusions. The National City Co., Guaranty Co. 
of New York, and J. P. Morgan & Co. were the only 
banks which reported their profits in the originating 
group to the Finance Committee." Moreover, in the 


11 The same, рр. 1271-72. 
12 See Appendix C. 
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case of 18 of the 22 loans where The National City Co. 
was a member of the originating group the “ profits" 
coincided with the total commission. The same is true 
of two of the seven loans of Guaranty Co. of New 
York, and of both loans of J. P. Morgan & Co. The 
reason for so frequent a lack of records of originating 
expenses evidently is that the originating group shifts 
its expenses to the banking group. It may be remem- 
bered that The National City Co. in their letter to the 
distributing (banking) group of the first loan to the 
German Central Bank for Agriculture stated: 


Expenses in connection with the purchase and sale of these 
bonds will be charged to this distributing group. 


The accompanying table shows the originating ex- 
penses and profits for the nine loans for which origi- 
nating expenses have been stated. 


ORIGINATING COMMISSIONS AND ORIGINATING EXPENSES 
on Nine Loans 


а Originating 
NS liarcowet Commission —_| Originating| Originating 
Loan TM — — —| Expenses Profits 


Per Ceni|. Amount 
\ 


Managing Bank: Guaranry Со. of New York 


12A) ‘| 1.5. | $72,000 | 812.735 | 859.265 
12 В | State of Bremen. fl 2:25 к 35:36 | Боов 
40A] | German Savings Hanks and [| 1.5 30,000 2:99! | 27:009 
40B| | — Clearing Association Al 3 21.320 | 9.235 | 12,085 
88 | North German Lloyd. 1.5 25:000 | 26:563 | 48,437 

106 | German Savings Banks and 

Clearing Association. 0.375 | 8.750 3,433 5,312 

127 | Hansa Steamship Line 2 100.000 | 66.023 | 33,977 


Managing Bank: National City Co. 


06 Saxon State Mortgage Inst $23,000 $1.750 $11,250 


2 
77 Rhine-Westphalia El. P. Corp jor 150.000 11.875 | 138.125 
125 Harpen Mining Corp. ER 15 150.000 75,560 74.440 
135 Saxon Public Works. sial. 0.25 60,000 2,400 51,600 
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In some cases the originating expenses are very small. 
The reason may be inferred from the testimony of Mr. 
Otto H. Kahn on the 1924 Hungarian loan: 


Senator Johnson. So you started in this instance with a 
$25,000,000 loan at 963, vou and The National City Bank? 

Mr. Kahn. Yes. 

Senator Johnson. You received ] per cent, you and The 
National City Bank, first? 

Mr. Kahn. Yes. 

Senator Barkley. Is that I per cent the net profit, or out of 
that is there anything to be taken? 

Mr. Kahn. Out of the 1 per cent ordinarily there is nothing 
to be taken but our overhead, our natural and actual expenses. 
Sometimes in rather rare cases expenses are incurred on the 
foreign side which must be taken out, in instances where you 
engage a lawyer or other intermediary to help along in the 
negotiations. 

Senator Barkley. In that case can you give the actual net 
profit in dollars to these two banks? 

Mr. Kahn. In this case I have not got the actual percentage 
of Kuhn, Loeb & Co.'s interest as compared with The National 
City Bank's interest, but between us the actual profit would 


be $250,000.18 


As a matter of fact, the originating commission is by 
no means meant to cover only the originating expenses. 
It is rather a compensation for the manifold responsi- 
bilities assumed by the originating group." 

(1) In many cases all the members of the originat- 
ing group are in proportion to their share responsible to 
the borrower for the payment of the purchase price. 
The actual purport of this responsibility depends mainly 
on their success in organizing a banking group (under- 
writing syndicate) to which they sell participations. s 

13 Hearings on S. res. 19, pp. 119-20. 

4 Mr. Ouo H. Kahn in his testimony explicitly stated that the 


originating commission “is measured by the degree of responsibility 
that the originating group enters into." (The same, p. 343.) 
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a rule this banking group will be organized at once. In 
the case of the first loan to the German Central Bank 
for Agriculture, The National City Co. organized the 
originating group on September 14, 1925 and the next 
day allocated the participation of the individual mem- 
bers of the banking group." But in some cases there 
may be a delay in organizing the banking group," and 
in any case there is, at least in theory, a risk: 


Mr. Kahn. We are responsible for the money, i. e., the pur- 
chase price, not after the bonds are placed but the moment we 
affix our signature to the contract. 

Senator Couzens. Mr. Kahn, over your years of experience 
isn't it a fact that the most of these bonds are sold before you 
have to pay the money to the borrower? 

Mr. Kahn. The most of them; yes. But there have been cases 
to the contrary.!' 


Mr. Kahn. I should like to make plain, Senator, if I may, 
that the function of the originating house is not merely that of 
managing a syndicate, but it !? actually does stand in the breach 
as toward the government or corporation with which it deals 
until it has succeeded in forming an underwriting syndicate; 
the reason for that being that a corporation or a foreign govern- 
ment when wishing to place a loan here can not afford to say, 
“Will you try to form a syndicate?” . . . They must be 
sure when dealing with a banking house that in the first instance 


15 See above, pp. 45-47. 


19 Mr. James Speyer described to the Finance Committee the difficul- 
ties of organizing a banking group for the 1924 loan to the Kingdom of 
Hungary (League of Nations loan): ‘ Well, it seemed that practically 
nobody in this country, and I do not want to mention names, but at 
least several bankers in this country declined to have anything to 
do with this matter." (Hearings on S. res. 19, pp. 617-18.) 

17 The same, p. 385. 

18 Mr. Kahn here refers to all the members of the originating group. 
if there is more than one. "As you know, there is usually a tripartite 
affair: First, the originating, issuing, and managing banker who fre- 
quently associates other bankers with him; secondly, the underwriting 
group; and, third, the distributing group." (The same, p. 118.) 
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the loan which they wish to place is actually and responsibly 
contracted for, as far as they are concerned, without waiting for 
distributing groups to be formed. 

Senator Johnson. Do you guarantee that in the first instance ? 

Mr. Kahn. Yes. 

Senator Johnson. Suppose you were unable to place it? 

Mr. Kahn. Then we are stuck. 

Senator Johnson. You are stuck for the loan? 

Mr. Kahn. Yes.’ 


Senator Gore. You guaranteed the City of Christiania that 
you would dispose of the entire issue? 

Mr. Kahn. Yes. 

Senator Gore. When you organized this underwriting syndi- 
cate did you pass that guaranty on to them, and did they assume 
that? 

Mr. Kahn. They assumed the part of the guaranty which 
we did not retain, the purpose of an underwriting syndicate 
being to relieve the originating banker of the responsibility which 
he has incurred or to reduce such responsibility. 

Senator Gore. With respect to that guaranty? 

Mr. Kahn. With respect to the loan. If we deal with the 
City of Christiania and say, " We will buy from you a $6,000,- 
000 loan,” whether or not we succeed in forming an underwriting 
syndicate, they know they are going to get their money as long 
as we are solvent. If they do not get their money, we are no 
longer solvent. 

Senator Gore. If you assume the losses, does the underwriting 
house share that loss with the originating house? 

Mr. Kahn. From the moment that we form an underwriting 
syndicate our responsibility is reduced pro tanto. It is reduced 
to that extent.?? 


Senator Gore. Now, when vour house is the managing house. 
allotting those issues to various underwriting houses, would that 
transaction be a sale? In other words, would they become pur- 
chasers or agents of yours? 

Mr. Kahn. That is more or less a legal question which I 
do not feel quite competent to answer in a legal sense. The fact 


19 The same, p. 119. 
20 The same, рр. 126-27. 
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is that from the moment they underwrite it they become respon- 
sible toward us and to that extent one responsibility is ex- 
tinguished, except as toward the city or government or corpora- 
tion concerned. As toward them, we are solely responsible for 
the solvency of our underwriters or distributors. Our responsi- 
bility ends only when the city, government, or corporation 
concerned have actually received the money which we have 
contracted to pay to them. 

Senator Gore. You are responsible for it to the issuing govern- 
ment? 

Mr. Kahn. The originating house guarantees the solvency of 
the underwriting houses and the distributors, and it is not re- 
lieved of its responsibility until the money is paid over. 

Senator Gore. You undertake to pass that responsibility on 
to the distributing house? 


Mr. Kahn. Yes; but we can not relieve ourselves of it ab- 
solutely.?! 


Mr. Kahn. We consider ourselves and we are legally responsi- 
ble to the corporation, municipality, or government from whom 
we bought the issue. The moment we have attached our signa- 
ture to the contract, we are legally responsible to that govern- 
ment, municipality, or corporation, and we are responsible ir- 
respective of whether we are able to form a syndicate and ir- 
respective of the solvency of any individual members of that 
syndicate.?? 


(2) The originating group assumes a moral respon- 
sibility towards the banking group. Kuhn, Loeb & Co. 
in a memorandum on “ The Marketing of American 
Railroad Securities," dated October 25,1922, described 
this responsibility as follows: 

Again, his moral risk and responsibility towards the syndicate 
is great, inasmuch as he is relied upon by its members to have 


examined carefully into the soundness of the security, to have 
scrutinized the mortgage, to have taken competent legal advice, 


21 The same, p. 130. 
22 The same, pp. 356-57. 
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to have correctly gauged the moment and estimated the price at 
which the securities can be advantageously placed with the public, 
to do the principal work in marketing them, and to guide the 
work done by others. 

If the banker is found wanting in any of these respects, or his 
judgment proves to be faulty, he loses the confidence of those 
who habitually participate in syndicates, and with it, his capacity 
to engage in financial transactions on a large scale, as it is only 
with the co-operation, financial or otherwise, of syndicates that 
large transactions can be carried through.“ 


(3) The originating group assumes a moral respon- 
sibility towards the selling group. If the selling group 
does not succeed in placing all the bonds, the originating 
group may come to its rescue. Mr. Otto H. Kahn de- 
scribed the situation as it arose in connection with the 
bonds of the 1929 loan to the Mortgage Bank of Chile: 


Mr. Kahn. The distributing agents would attempt to sell 
them to their clients. lf they do not succeed in selling them 
then after a certain length of time they are free to dispose of 
them in the market. In that case it is more or less a moral obliga- 
tion on the part of the issuing houses to attempt to sustain the 
market so that those who in reliance not only upon their own 
judgment but upon the reputation of the issuing houses have 
bought the bonds either for distribution or otherwise, may have 
a market upon which to sell. That has been the fact in this 
case, and inasmuch as you have asked that specific question, | 
will say that we did go into the market, and we did buy bonds 
when distributors or the public found it difficult to sell them, 
znd we did make a considerable loss on what we bought. 

Senator Johnson. Will you state when you made your con- 
siderable loss on them? 


Mr. Kahn. It was in the case of the last loan. In the other 
cases we made по loss. 

Senator Johnson. Of course, not. These other sales were 
made in 1925, 1926, again in 1926, and in 1928, were they not? 


7^ The same, р. 314. 
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Mr. Kahn. Yes, sir. 
Senator Johnson. All those sales were made by your dis- 
tributing agents without any loss to anybody. 


Mr. Kahn. Yes. 


Senator Johnson. So far as the syndicate was concerned? 


Mr. Kahn. Yes. 

Senator Johnson. Or so far as the underwriters were con- 
cerned? 

Mr. Kahn. Yes. 


Senator Johnson. Now, the last issue that you had was 
1929-62 of the Mortgage Bank of Chile, 6 per cent. 

Mr. Kahn. Correct, which we purchased at 893 and offered 
to the public at 92, the spread being 24 per cent gross. And as 
І have just reluctantly admitted in answer to a direct question. 
that loan did not go well and we purchased a considerable amount 
at our own risk, our own expense, and made a considerable loss 
on them. 

Senator Johnson. Do you mean the house of Kuhn, Loeb & 
Co.? 

Mr. Kahn. Yes, sir. 

Senator Johnson. Did the syndicate join you in that purchase? 

Mr. Kahn. No, sir; the originating group did join, I believe. 


Mr. Kahn. Our legal responsibility was completed the moment 
the underwriting syndicate was formed. Our moral responsi- 
bility, as I have tried to make plain, continues. We were trying 
to relieve distributors, as far as practicable, from having to 
shoulder the burden of liquidating in a difficult and unfavorable 
market. Therefore, in order to protect them and the public, 
in order to help them, we went into the market and bought 
bonds ourselves. 

Senator Couzens. In other words, with regard to these three 
or four hundred distributors whom you asked to participate in 


this last Chilean loan, you took back some of the bonds they 
subscribed for? 

Mr. Kahn. Yes, sir. 

Senator Couzens. And you took them back at the price you 
had allotted them at? 

Mr. Kahn. Generally, yes, sir. 
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Senator Couzens. You did not take them back at the market? 

Mr. Kahn. We would not take them back trem the distribu- 
tors direct ; we would buy them in the market which would give 
the distributor an opportunity to dispose of bonds left on his 
hands. 

Senator Couzens. At what price? 

Mr. Kahn. It depends on what the market was at that time. 
We would naturallv try if possible to maintain the market to 
the extent that we legitimately could do so. 

Senator Couzens. That is only a moral obligation ? 

Mr. Kahn. Yes; a moral obligation. 

Senator Couzens. In other words, if those three or four 
hundred people had simply subscribed for this last Chilean loan 
and you did nor relieve them of their responsibility and they 
took their chances of selling them, and if they had to sel] them 
at less than cost they stood to lose? 

Mr. Kahn. Yes, Senator. 

Senator Couzens. So, as a matter of fact, you do not assume 
any responsibility to these dealers, after having sold them, to take 
the bonds back? 

Mr. Kahn. No legal responsibility; no.?* 


(4) The originating group finally assumes a moral 
responsibility towards the investor. A great deal of 
emphasis was laid upon this phase by several of the 
bankers who appeared before the Finance Committee. 
We must confine ourselves to quoting one example: 


Mr. Speyer. We talk here about gross profits, but no account 
is taken, in fact little or no account can be taken of the re- 
sponsibility assumed by the issuing house for watching these 
bonds. 'The sums of money that we spend in looking after these 
things, and trying to straighten them out, nobody knows anything 
about. It is not like a thing that soon ends. It goes on for years. 


“4 The same, pp. 385-38. It may be mentioned in this connection that 
the total loss of Kuhn, Loeb & Co. from the 1929 loan to the Mortgage 
Bank of Chile amounted to $21,700. Their profits from the other four 
loans to this bank aggregated $366,346, and their total profits from 
foreign loans issued in 1919-31 (after deduction of the loss from that 
1929 loan) were $4,227,395. (See the same, tables following p. 134.) 


DISTRIBUTION OF SPREAD 115 


Senator Thomas of Idaho. That is a moral but not a legal 
responsibility. 

Mr. Speyer. Yes, but the moral responsibility is the good-will 
of our business after all. 

Senator King. When you sell bonds you feel a moral responsi- 
bility to sce that the purchasers get their money? 

Mr. Speyer. We take the matter very seriously. 


Senator Shortridge. You say your responsibility continues? 

Mr. Speyer. Yes. 

Senator Shortridge. Legal responsibility ? 

Mr. Speyer. Our moral responsibility, which is much more 
serious than legal responsibility. 

Senator Shortridge. lt does not cost you anything. 

Mr. Speyer. Yes; it does. 

Senator Gore. That is rather solicitude than responsibility. 

Mr. Speyer. 1 think it costs us a great deal. 

Senator Shortridge. This is rather vague. 

Mr. Speyer. If a banking house takes seriously the bonds 
that their people have bought, it affects its reputation. 

Senator Shortridge. In that sense, it is a moral responsibility. 

Mr. Speyer. Yes. It has to do with the good-will of the firm. 

Senator Gore. It is rather anxiety than responsibility. 

Mr. Speyer. No. I think it is a moral responsibility. I stick 
to that word. I think it is correct. 

Senator Gore. Very slight concrete results grow out of the 
responsibility, further than anxiety or solicitude. 

Mr. Speyer. I do not agree with you. 

Senator Gore. These bonds that you bought at 80 are selling 
at 45 cents. Just what figure does your responsibility cut in that 
case? 

Mr. Speyer. I can not control world conditions, but I would 
like to say here for your information that I myself have some 
of these bonds which I bought at that price. We have a very 
heavy depreciation on the very securities you are speaking about. 
You make it appear as if we just cashed that profit and then 
were through. That is not the case... .25 


23 The same, pp. 617, 625. See also testimony of Mr. Otto H. Kahn, 
pp. 128, 135, 350, 353, and of Mr. C. P. Anderson, pp. 518-19. 
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We might say in conclusion that a judgment as to the 
reasonableness of the originating commissions is very 
dificult, not only because the expenses differ widely, 
but also because the responsibility varies greatly. If 
there is only one house in the originating group, the 
responsibility of this house may be very great and 
even a high originating commission—say 2 per cent 
on a $25,000,000 loan, or $500,000—may be adequate. 
If there are several houses in the originating group, the 
responsibility of each house may still be very large; but 
it may also be very small. It may be very large, for 
instance, if a house, while not being manager, is a heavy 
partner in the purchase of the loan. It may be very 
small if the managing bank is the only purchaser of the 
loan and is also in other respects of overwhelming im- 
portance. An originating commission of 2 per cent on 
a $1,000,000 participation in the purchase of some 
$2,000,000 loan, or $20,000, may be a rather meagre 
compensation for the responsibility involved, while an 
originating commission of 0.5 per cent or $82,500 on a 
$16,500,000 participation in the Dawes loan, which was 
purchased exclusively by J. P. Morgan & Co., prob- 
ably was more than ample. 


HI. BANKING COMMISSION 


The part which the banking group plays in the dis- 
tribution of a loan consists mainly in relieving the origi- 
nating group of part of the risk. The members of thc 
originating group divide with the banking group the 
spread between the price to be paid by them to the bor- 
rower and the price to be paid to them by the selling 
group. The members of the banking group have no ac- 
cess to the loan agreement and they derive the little in- 
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formation they have on the loan from what the issuing 
bank is willing to tell them. 


Senator Johnson. Did you make your investigation, as a 
member of the distributing [banking] group, as to those Bra- 
zilian loans? 

Mr. Anderson. As a member of the distributing group, or 
as a member of the selling group, you base your taking or not 
taking on the prospectus. 

Senator Johnson. You base it on the— 

Mr. Anderson. You rely оп the originating house.? 


Mr. Lamont, itis true, stated that the members of the 
group in every case know “ approximately” the pur- 
chase price paid to the borrower, but he did not disclose 
how this approximate knowledge was conveyed to 
them: 


Senator Reed. Was the purchase price that you and your onc 
associate in this case paid to the Argentine Government made 
known to the 700 and odd members of the syndicate who took 
the bonds over from you? 

Mr. Lamont. Approximately, oh, yes; in every case. 

Senator Reed. You have not concealed from them the fact 
that the purchasing group was making a small profit before sell- 
ing to the syndicate, have you? 

Mr. Lamont. Oh, no. On the contrary, in the syndicate 
letter we say that the bonds will be syndicated at such and such 
a price, that price “ representing a profit to the original group." ?* 


The reader may indeed remember that The National 
City Co. in their letter to the distributing (banking) 
group ™ stated on behalf of the originating group that 
the banking group for the loan to the German Central 
Bank for Agriculture is " to take over this purchase at 
89 per cent and accrued interest, which price allows us 


20 Hearings on 8 res. 19, p. 527. 
7? The same, p. 38. 
25 бее above, рр. 46-47. 
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a profit.” But the members of the banking group were 
not informed that the purchase price paid by the man- 
aging bank was 88. There is some evidence that this 
procedure constitutes the rule: 


Senator Johnson. Do you know whether one of these was a 
loan sponsored by J. P. Morgan & Co. just after the earthquake 
in Japan? 

Mr. Strauss. Yes; іп 1924. That is correct. 

Senator Johnson. And that loan was for how much? 


Mr. Strauss. The total of the loan was $150,000,000. 


Senator Johnson. What was your participation in that loan? 

Mr. Strauss. In that loan we had an interest as follows: 
In the purchase group $300,000, in the distributing group $300.- 
000, and in the selling group a very small interest, of $15,000. 

Senator Johnson. Do you remember what was the original 
purchase price of that loan? 

Mr. Strauss. Well, I don’t know about that. All we would 
know would be the price at which we entered. Whether J. P. 
Morgan & Co. got a commission, and. if so, how much, we have 
no knowledge. 

Senator Johnson. You entered that loan at 924? 

Mr. Strauss. The offering price to the public was 924, and 
we entered it at 884. 

Senator Johnson. So your particular spread was 4 in the case 
of that loan? 

Мг. Strauss. That is correct. 

Senator Johnson. Now, take the other loan to Japan. in 
June of 1928. 

Mr. Strauss. In June of 1928? 

Senator Johnson. Yes; $70,000,000. 

Mr. Strauss. That was to the Tokyo Electric Light Co. 

Senator Johnson. The sponsors of that loan was the Guaranty 
Co. of New York? 

Mr. Strauss. That is correct. 

Senator Johnson. How large was your participation in that 
$70,000,000 loan? 

Mr. Strauss. We had in the first group $1,000,000; in the 
second group $950,000, and in the third group $965,000. 
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Senator Johnson. And your purchase price in the case of 
that loan was what? 

Mr. Strauss. We went into the group at 87. What the com- 
mission, if any, was that was charged by the Guaranty Co. of 
New York prior to that we have no knowledge. 

Senator Johnson. Your offering or sale price was 903? 

Mr. Strauss. Yes.?? 


Although J. & W. Seligman & Co. were then repre- 
sented in three groups—the Intermediate (purchase), 
the distributing (banking), and the selling groups— 
they did not know the price paid by the managing 
bank. This seems the more noteworthy since they en- 
tered these two loans in their tabular statements to the 
Finance Committee as “ issues originated by others in 
which J. & W. Seligman & Co. participated in offering 
group " and since they recorded them as follows: 

Offering made by J. P. Morgan & Co. and 40 others ( J. & W. 
Seligman & Co. 27th). 

Offering made by Guaranty Co. of New York and 29 others 
(J. & W. Seligman & Co. 14th).*! 

A bank may then participate to the amount of many 
million dollars in the intermediate and banking groups 
and yet not know one of the most essential facts about 
the loans, the price paid to the borrower. It goes with- 
out saying that under these circumstances it cannot take 
any responsibility for the soundness of the loan. 


The commissions to the members of the banking 
group, as a rule, are the same for all of them. There 
are, however, exceptions. 

Senator Johnson. And your spread in the case of this issue 


to the Housing and Realty Improvement Co. [ Berlin], $1,500,- 
000, represents a spread of 83 points. 


20 Hearings on S. res. 19, pp. 1270-71. 
30 This price was actually 37.5 and 35. See the same, pp. 161, 925. 
“The same, p. 1359. 
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Mr. Strauss. That is correct. 

Senator Johnson. What did you acquire that issue at? 

Mr. Strauss. At 894. 

Senator Johnson. What was the first step-up price to the first 
group that dealt with that issue? 

Mr. Strauss. It was from 4 to 54 points, varying with the 
different people in the group and depending upon how much they 
disposed of. So that on an average one might say it would be 
44 points, although we can not give you the precise figures, 
because some got them at + and some at 5 and some at 54." 


The banking commission varied between 0.5 and 2 
points. The risk of the members is very slight; and so 
is the work involved, since it is the managing bank and 
not the banking group which organizes the selling 
group: 

Mr. Kahn. ... this underwriting [banking] group sends 
perhaps a thousand telegrams, or rather we sent them as 
managers in its behalf, to various distributors throughout the 
country . . .9? 

But the banking group has to bear some expense. As 
may be remembered, the letter of The National City 
Co. to the “ distributing [banking] group" for the 
first loan of the German Central Bank for Agriculture 
stated: '' Expenses in connection with the purchase and 
sale of these bonds will be charged to this distributing 
group." The letters of The National City Co. to the 
“ distributing group " for the 1928 loans of the Rhine- 
Westphalia Electric Power Corporation and the Gen- 
eral Electric Co. did not go as far. They said: “ Ex- 
penses in connection with the purchase and sale of these 
bonds, in excess of those charged to the selling group, 

. will be charged to this distributing group." ** 


22 Тһе same, p. 1275. 
за The same, p. 383. 
51 The same, pp. 180, 182. 
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1V. SELLING COMMISSION 


The selling commission for the long-term loans 
varied between 1 and 4.5 points. In each case it was 
larger than the banking commission and in almost each 
case also larger than the originating commission. The 
share of the selling commission in the total spread 
varied as a rule between one-third and two-thirds. The 
factors determining the distribution of the spread be- 
tween the various groups are, of course, manifold. One 
important factor is the amount of issue. The selling 
commission was 3 per cent both in the case of the 
$3,000,000 and the $15,000,000 loans of Rudolph 
Karstadt, although the total spread was 9 per cent for 
the small and 4.92 per cent for the large loan. One 
reason for this divergency certainly was: it required 
about the same effort to sell 20 bonds of the large as 
of the small loan; but it required comparatively less 
effort (and expense) to consummate and distribute the 
large than the small loan. 


Mr. Kahn. If you form an underwriting group and a dis- 
tributing group, you have to put the whole vast machinery into 
motion, and they do not like to move for nothing. The machinery 
and the putting into motion of that machinery require little less 
effort for a $5,000,000 loan than for a $50,000,000 loan. Of 
course, the actual physical effort of salesmen is greater in the case 
of placing a $50,000,000 loan than a $5,000,000 loan; but the 
getting of the machinery to work is not so very much less of an 
effort, in the case of a small loan than in the case of a large loan. 
Therefore, you have got to make your compensation somewhat 
larger, relatively, when the loan is small than when the loan is 
large.?* 


In order justly to appraise the selling commission, it 
is further necessary to realize the essential difference 


as Тһе same, р. 126. 
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between the functions of the selling group and the func- 
tions of the originating and the banking groups.** 

The managing bank organizes an originating and a 
banking group in order to distribute the liability which 
it has assumed towards the borrower; it organizes a 
selling group in order to sell the bonds. It therefore 
selects, as members of the originating and the banking 
groups, banks which are able to assume a considerable 
financial liability and, as members of the selling group, 
dealers who are able to sell bonds. The managing bank, 
as well as other members of the originating and of the 
banking groups, will join the selling group if they have 
an adequate retail organization. Their profit from the 
loan depends, of course, largely on the amount of their 
participation in the selling group. 

While the originating and the banking groups are 
rather homogeneous bodies, the selling group may in- 
clude houses like The National City Co. and also deal- 
ers who would not be in a position to sell more than five 
bonds of a specific loan. Mr. Otto H. Kahn described 
the selling group as “ a very large distributing group 
which is not generally composed of banks, and only 
to a certain extent of large bankers ”’: 

Mr. Kahn. It is composed of a very great number, sometimes 
as many as 1,000 or even 1,500 distributors, large or small, 
some of them of very small size, people that make their living 
by buying bonds in limited quantities and selling them at retail. 

Senator Johnson. Exactly. 


Mr. Kahn. Of which banks and bankers are really a minority, 
the bulk of them being distributing houses all over the country.?* 


36 See the very able discussion by Arthur Galston, Security Syndicate 
Operations, rev. ed., pp. 17-19, 27-28, 30. 
31 Hearings on S. res. 19, p. 345. See also p. 383. 
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An important contingent of the selling group is fur- 
nished by the local investment bankers. Mr. Dwight 
W. Morrow described their function in the distribution 
of foreign bonds as follows: 


When a foreign loan is offered to American investors, the 
managing house in New York, or Boston, or Chicago enlists 
the co-operation of perhaps 500 or 1,000 investment bankers 
scattered all over the United States. It is the function of the 
local investment banker to find the man or woman with savings 
and to show that man that it is to his interest to exchange his 
savings for the promise of a foreign government. . . . The 
local investment bankers have tried to teach certain people to 
save, and they expect to attract the future savings of these 
people by selling them more bonds.?8 


Tn most cases all retailers of bonds are on an equal 
footing both as to their commitment and as to their 
commission. But if the issue is very large there may be 
a subdivision. The managing bank may organize a sell- 
ing syndicate and each member of the syndicate which 
does not feel in a position to place directly all the bonds 
allocated to it may have part of its bonds sold through 
ч distributors." In the case of the Dawes loan, the 
1,094 members of the “ distributing syndicate " thus re- 
ceived a commission of 3 per cent; in so far as they em- 
ployed distributors they retained 1.75 per cent as their 


own ‘‘ margin " and gave a “ commission” of 1.25 per 
cent to the “ distributors." *? 


35 The same, p. 151. 

39 The selling or distributing syndicate relieves the banking group of 
its liability, Members of the selling group, on the other hand, are re- 
sponsible only for those bonds which they have purchased. (For further 
details see Arthur Galston, Security Syndicate Operations, rev. ed., 
pp. 147-48, 171, 182.) A selling syndicate was organized for only a 
few German loans, the universal practice being to retail the bonds 
through a selling group. 
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In the case of serial bonds which are purchased at 
a flat price from the borrower but which are offered to 
the public at prices varying according to maturity, the 
commission to the members of the selling groups was 
likewise graded according to maturity. No commis- 
sion was granted for the bonds maturing at the end of 
one year, } point for the second series, 1} point for the 
third, 2} points for the fourth, 3 points for the fifth, 
and 33 or 31 points for all subsequent series." In al- 
lotting the serial bonds to the dealers preference was 
given to orders for equal amounts of each maturity or 
for average maturities. The members of the selling 
group were, in general, authorized to re-allow from 
the retail price of the bonds a commission of | or } point 
to other dealers; of 4 point to banks, financial insti- 
tutions, insurance companies; and likewise of ] point 
to investors of $25,000 or more (but no commission for 
the first series). 


The payment of the commission to the selling group 
depends on the strict fulfillment of its obligations to- 
wards the originating group. It may be remembered 
that the letter sent on September 15, 1925 by The 
National City Co. to the selling group for the loan 
of the German Central Bank for Agriculture, which was 
offered the next day to the public at 93, contained the 
following statements: 

Subscription books will be open at the office of The National 
City Со... . on Wednesday, September 16, 1925, and will 


be closed at our discretion. You will be allowed a selling con- 
cession of 3 per cent on bonds confirmed to you, out of which not 


40 In the case of the serial bonds of the Hamburg American line (29) 
where the offering price varied only between 100 and 99, the purchase 
price of the selling group varied between 96 and 98.5 and their 
commission between 14 and 3 points. 
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exceeding 1 per cent may be re-allowed to dealers, banking 
institutions and insurance companies. No other concessions are 
to be allowed by you to anyone. From the gross selling concession 
will be deducted such portion of the distributing expenses as 
we may in our discretion determine. 

Payment for bonds confirmed is to be made at 923 per 
cent . . . at the office of the treasurer of The National City 
Co. ... on or about September 28, 1925... . 

We reserve the right to retain the full selling concession on 
any bonds originally delivered to you . . . which may be re- 
purchased in the open market at or below the list price of 93 
per cent... , during the operation of the account, or we 
may elect to require you to take up such repurchased bonds at 
repurchase cost to us. The balance of the selling concession will 


be paid upon the termination of the account on or about No- 
vember 16, 1925... 


A dealer who subscribed to 100 bonds had then to 
pay $92,750 to The National City Co. on or about 
September 28. His receipts from his customers, if he 
had sold all the bonds, would have been $92,750 or 
$93,000, the actual amount being determined by the 
proportion of bonds he had sold with or without the 
concession of } per cent. On or about November 16, 
1925 he would receive the balance of the selling com- 
mission, which would amount to $2,750 minus his pro 
rata share in “ such portion of the distributing expenses 
as we [The National City Co.] may in our discretion 
determine.” 

This balance would, of course, not represent a net 
profit, since it would have to cover the expenses of his 
own business. He may, for instance, have spent sev- 
eral hundred dollars on commissions to bond salesmen: 

Senator Couzens. Do most of these bond salesmen that go 


out to sell them at retail work on a commission basis or a salary 
basis? 
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Mr. Granbery. I would say that to my knowledge most of 
them work on what might be called a drawing account and 
commission. 

Senator Couzens. What commission? 

Mr. Granbery. They would get a commission of anywhere 
{rom $1.00 to $4.00 on a $1,000 bond. It is different with every 
house, but anywhere from $1.00 to $4.00 on a $1,000 bond— 
something under one-half of | per cent; a quarter of 1 per cent 
or something like that.“ 


31! Hearings оп S. гез. 19, p. 522. 


CHAPTER VIII 
BANKERS’ PROFITS 


In their tabular statements to the Senate Committee 
on Finance almost all the banks recorded their profits 
from the individual loans without taking into account 
their overhead charges. The National City Co. alone 
reported in addition the portion of their overhead 
charges to be allocated to the individual loans, and their 
net profits. We shall first discuss the profits, that is the 
receipts after deduction of all losses and expenses ex- 
cept overhead charges, and second the net profits. 


I. PROFITS 


The profits of nine banking institutions from German 
loans were as follows: 


Prorits or Nine BANKS FROM GERMAN Loans 


Profits from Loans 
Managed by Total 
Bank Profits 
Themselves Others 
National City Co..........| $5,044,444 | $ 674,010 | $5,718,454 
Dillon, Read & Co. cnc 2,688,363 s 2,688,363 
Harris, Forbes & ror S 1,377,000 1,153,004 2,530,004 
J. P. Morgan & Co........| 1,502,002 —— 1,502,002 
Guaranty Со. of №. Ү..... 235,903 587,172 823,075 
Equitable Trust Со........ 295,000 326,003 621,003 
Speyer & Co.... ........ 562,228 5 562,228 
Chase Securities Сор А 181.000 258,978 439,978 
Kuhn, Loeb & Co......... 151,685 211,151 362,836 


Most of the bankers heard by the Finance Com- 
mittee emphasized that their profits constituted only a 
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small fraction of the spread, since the commissions were 
largely used to cover the expenses of issue and distri- 
bution. They tried to prove this by dividing their own 
profits through the total amount of issue. J. Р. Morgan 
& Co. thus showed that while the total spread for the 
two loans to the German Republic was 5 and 4 per 
cent, their profit was only 0.786 and 0.648 per cent 
respectively. 

It goes without saying that this method of present- 
ing profits is absolutely misleading. J. P. Morgan & 
Co., in the case of the Dawes loan, retained a manag- 
ing commission of $275,000, and it is fair to relate this 
sum to the total issue of $110,000,000. But they par- 
ticipated only to the extent of $33,000,000 in the origi- 
nating group and scarcely at all in the selling group. It 
is therefore utterly wrong to relate their total profit to 
the total amount of issue. This would only be justified 
if they alone had handled the entire issue from the out- 
set through the retailing of the bonds—as was done, for 
instance, by The National City Co. in the case of the 
$5,000,000 loan to the General Electric Co. (104B). 
Here the total spread amounted to 3.875 per cent or 
$193,750 and the profit, which, of course, accrued to 
The National City Co. alone, was $168,453. It is per- 
fectly legitimate in this case to relate the profit of The 
National City Co., which was 3.369 per cent, to the 
spread of 3.875 per cent. 

The profit of the individual bank from a specific loan 
depends to a large extent on its participation in the vari- 
ous groups. The reader who wants to study this phase 
in detail will find a mass of material in the long table 
at the end of Appendix C. Let us take as an example the 
Dawes loan: 
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Participation AND Prorrrs or Four Banks iN THE Dawes Loan 


(In dollars) 
Participation in 

Total 
Bank Profits 

Manage- | Originar- | Banking Selling 

meat: line Groan] :Group | Gimin 
J. Mor гап & Co.. E |10,.000, 00033; 000.0! 805,307 
QEM NTT A, NOE н tie — 6.500, ooo 10,000 ,000/8 , 000 000/401 ,939 
Guaranty Co. of N. Y A -| — 16: 500,000| 5,000,000|3,975,000|210,289 

Harris, Forbes & Со....... 


— —— 3,667,000 144,466 


The data appearing in this table disclose the great 
difficulties of comparing profits. The National City Co. 
with half the participation in the originating group had 
about half as large a profit as J. P. Morgan & Co. But 
this was the result of various factors counterbalancing 
each other. J. P. Morgan & Co. derived almost one- 
third of their profit from the managing commission, in 
which The National City Co. did not participate. The 
National City Co., on the other hand, derived about 
one-half of their profits from their membership in the 
selling group, in which J. P. Morgan & Co. practically 
did not participate. Guaranty Co. of New York with 
one-third the participation in the originating group had 
over one-half of the profits earned by The National 
City Co., because the differences in the originating com- 
mission—which in any event was small—were more 
than offset by the differences in expenses and discounts 
in the selling group. Harris, Forbes & Co. had two- 
thirds the profits of Guaranty Co. of New York, in 
spite of the fact that they were not members of the 
originating group, because their participation in the 
banking and selling groups was comparatively large. 

In view of these and other complications it seems im- 
possible to obtain any final result by relating the profits 
of the individual banks to the total amount of issue or 
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to their participations. An indirect method must be ap- 
plied in order to ascertain the relation of profits to 
spread: 

The National City Co. managed 20 loans for which 
they showed group expenses and group profits. The 
total amount of issue was $308,500,000; the total 
spread was $11,988,560 or 3.89 per cent; the total 
gross returns to the groups were $11,095,769 or 3.60 
per cent; ! the total group expenses were $1,277,170 or 
0.41 per cent; and the total group profits $9,818,599 
or 3.18 per cent. The total group profits then amounted 
to 81.9 per cent of the total spread. 

Some expenses incurred by the individual banks, how- 
ever, are not allocated to the groups; and the total 
profits of the individual banks, therefore, are somewhat 
smaller than the total group profits. The table on page 
138 shows the profits of the groups and the profits of 
The National City Co. from the 20 loans managed by 
this company. It appears that the profits of The 
National City Co. in most cases were comparatively 
smaller than those of the groups. In some cases, like 
Loans 11, 74, and 85, they were larger because the spe- 
cial expenses of The National City Co. were more than 
offset by the managing commission which accrued to this 
company and to no other participant. The total profits 
of The National City Co. amounted to 81.1 per cent of 
the spread as against 81.9 per cent for the groups. 

There are only two other banks for which we have 
similar data: J. P. Morgan & Co. and Guaranty Co. 


1 The total gross returns may differ from the spread since, because 
of special commissions paid to European banks, because of the trading 
account, or for ather reasons, the commissions actually allacated fre- 
quently differ from the commissions ascertained by multiplying the 
amount of issue by the spread. See Appendix C. 
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of New York. The following table shows the results 
for all three banks: 


Prorits оғ THREE BANKS FROM GERMAN LOANS 


Profits 
Bank Spread 
As 
Amount Percentage 
of Spread 
National City Co..........} $6,217,103 | $5,044,444 81.1 
J. P. Morgan & Со... ....| 1,543,633 1,502,002 97.3 
Guaranty Co. of N. Y.2....| 1,188,843 817,270 68.7 
Totals i урна» рда Ий $8,949,579 | $7,363,716 82.3 


? We have excluded the small participation in the loan to the Hamburg American 
Line because we do nat know the selling commissions of Guaranty Co. for this serial 
laan. 


In the case of J. P. Morgan & Co. the ratio of profits 
to spread was exceptionally high because their partici- 
pation was largely in the originating group, which 
shifted its expenses to the other groups. In the case of 
Guaranty Co. of New York, the ratio was much lower 
than for The National City Co. for various reasons: 
Guaranty Co. retained no managing commission for 
any loan; they apparently paid a larger proportion of 
their originating commissions to German banks which 
“ brought ” the loans; they suffered considerable losses 
through the depreciation of bonds which they had kept 
for several years. 

On the basis of the material at our disposal, which, it 
is true, is rather scanty, we estimate the ratio of profits 
to spread for all German loans at about 80 per cent. 


И. NET PROFITS 


All bankers who discussed their profits before the 
Finance Committee declared it absolutely impossible 
to state their net profits from the individual loans in 
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view of the impossibility of ascertaining the overhead 
charges to be allocated to a particular loan. The testi- 
mony of Mr. Dillon may serve as an illustration: 


Senator Jones. Would you have any objection, Mr. Dillon, 
to stating what your net profits were on that particular loan? 

Mr. Dillon. Senator, it is impossible to do that. Would you 
like me to explain why? 

Senator Jones. Yes. 

Mr. Dillon. We operate a very expensive organization. made 
up of statisticians, accountants, legal talent, engineering talent, 
and so forth. The expense of our organization, and our syndi- 
cating and selling department is very large. When we make a 
loan, when we buy bonds and sell those bonds, we do not try 
to allocate to that particular issue any pro rata of that very 
large expense, because it would be purely arbitrary. It would 
be very difficult to say what you should charge to each issue for 
each man's time or each department's time, so that all we can 
give you is the gross receipt that is left from that operation, 
out of which total gross receipts we must pay our expenses of 
organization and operation. I would gladly give you the net 
if there was any way of arriving at such a figure.? 


This impossibility of allocating the overhead ex- 
penses to the individual loans was discussed at great 
length by Mr. Mitchell. He had submitted to the com- 
mittee two large tables showing (1) the foreign loans 
managed by The National City Co., (2) the foreign 
loans managed by other firms but participated in by 
The National City Co. The totals, so far as The 
National City Co. was concerned, ran as follows: 


Foreign Loans * General 
Managed by Gross Proft Discounts Expenses Net Profit 
The National 

City Co..... $17,444,215.94 $1,673,265.05 $2,378,448.68 $13,392,502.21 
Other firms.... 14,713,304.39  1,340,272.40 1,909,530.73 11,363,501.26 


2 72 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 before the Committee on Finance, pp. 
475-76. 

2 Excluding Cuban and Canadian loans. 
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We now quote from Mr. Mitchell’s testimony : 


Mr. Mitchell. I ask in connection therewith, however, to 
call your attention to the fact that we have a large organization, 
very far spread, the expenses of which—which do not enter in 
my statement of expenses here—run from a low of $6,000,000 
to a high of $10,000,000 per year. 

Senator Reed. Is any of that included here? 

Mr. Mitchell. None of that is included. 

Senator Reed. All that has to be paid aut of these profits? 

Mr. Mitchell. That all has to be paid out of these and other 
profits. 

Senator Reed. Have you deducted from these profits any 
salaries of your salesmen or any commissions taken? 


Mr. Mitchell. None.* 


Senator Johnson. Well, first I am reaching now the total net 
profit of the issues for which you were the agent embraced in 
these two pages that you have just given me, being the first of the 
statements that have been handed to the chairman by you. | 
see a total there of $13,392,502.21. Is that correct? 

Mr. Mitchell. That is correct, sir. 

Senator Johnson. That was the net profit on those particular 
issues that are thus tabulated by you? 

Mr. Mitchell. That is correct; yes, sir. And represents the 
profit. 

Senator George. That is, in which The National City Co. was 
manager; is that correct? 

Mr. Mitchell. That is true. 

Senator Couzens. That does not include the overhead expense? 

Mr. Mitchell. That does not include the overhead expense. 

Senator Johnson. Well, it deducts the general expense here, 
does it not? 

Mr. Mitchell. I explained to the committee yesterday, Senator 
Johnson, that that was the general expense incident to these 
particular issues that could be charged to these particular issues. 

Senator Johnson. Exactly. 

Mr. Mitchell. It does not cover our expense of— 

Senator Johnson. Doing business? 


4 Hearings on S. res. 19, p. 76. 
10 
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Mr. Mitchell (continuing). Our expense of doing business. 

Senator Johnson. | realize that. But you have here an item 
of general expense, $2,378,398.68. 

Mr. Mitchell. That is the item that is specifically charged 
against these items, and is not an item that enters into our 
general expense that I gave you yesterday, that is, the City 
Co.'s expense of operation. 

Senator Johnson. And the item of net profits, $13,392,000, is, 
as its name indicates, net profits after the deduction of that 
expense, $2,378,000? 

Mr. Mitchell. It is the profit as best we can figure it on these 
particular issues, but does not cover our general expenses of 
operating our business, nor any of our sales expenses. 

Senator Johnson. All right, sir. 

The Chairman. Those amounts should be deducted from the 
$13,000,000? 

Mr. Mitchell. Well, we can not definitely allocate. 

The Chairman. Well perhaps you can not definitely allocate, 
but what I wanted to know was: Does that cover all your 
expense in every form? 

Mr. Mitchell. No; it does not. 

The Chairman. That is what I wanted to know. 

Mr. Mitchell. May I amplify it to this extent, Senator? The 
expenses that we show here as genera! expenses are such expenses 
as counsel expense on these particular issues. Expenses of tele- 
grams and cables that go out not only as the issue is originated, 
but go out as the issue is distributed to various syndicates and 
groups. It would cover the expenses of particular negotiators 
that were sent out on any particular issue. Their traveling 
expenses. And study by the experts in connection with any par- 
ticular issue. They are the expenses, in other words, that apply 
only to that particular issue. And in that item of general expenses 
is not, for instance, any part of the expense of the organization 
for my employment, for instance, for the employment of those 
officers who are overseeing this business, or for the expenses of 
our clerical organization. 

Senator George. Nor taxes? 
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Mr. Mitchell. Nor for the expenses of our rents nor taxes 
nor the salaries of our sales organizations. 

Senator Couzens. Just as you said, that run anywhere from 
$6,000,000 to $10,000,000? 

Mr. Mitchell. Yes, sir. 

Senator George. In other words, that general item there goes 
into your general profit and loss account to be further affected 
by all of your business? 

Mr. Mitchell. Yes. 

The Chairman. . . . What I want to do, Senator, is to find 
out definitely whether the $13,000,000 here was clear profit or 
not. That is all I wanted to develop. Now it is clear profit as far 
as the expense connected with the certain work required to place 
this amount of loans here in the different parts of the country, 
or to sell it to the different institutions. But what I wanted to 
find out was this: Was the rent account, the taxes, the expenses 
of the president, the expenses of the clerks included in that 
amount, or its proportion ? 

Senator Couzens. The witness testified to that. 

Senator Harrison. It is all very clear.? 


Was it really “ all very clear "? It was not clear at 
all because it remained perfectly unclear what the term 
* discounts " meant. As a matter of fact ‘ discounts” 
meant what Mr. Mitchell and all the committee mem- 
bers understood by expense for the particular loans," 
and “ general expense " did not mean, as Mr. Mitchell 
and all the committee members assumed, the expense 


5 The same, pp. 94-96. The same question was further repeatedly 
discussed when Mr. Mitchell analyzed the profits and the expenses for 
the individual loans. 

" Our presentation somewhat simplifies the situation. While as a rule 
the accountants of The National City Co. understood by “ discounts" 
the expense for the particular loan, for some loans, and incidentally 
for most of the German loans, they booked as “discounts” merely the 
discounts granted to insurance companies, etc. In such cases they 
deducted the expense for the particular loan from the commissions in 
order to ascertain the gross profit. 
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for the particular loans but the overhead expense al- 
located to the particular loans. This became clear only 
during the recess, after the committce had adjourned, 
through the following letter of Mr. Mitchell to the 
chairman: 


New York, December 22, 1931 


My dear Senator Smoot: When on Wednesday last you tele- 
phoned asking me to appear before your committee two days 
later to testify on the Johnson resolution, I immediately requested 
the officers of the City Co. to prepare for me statements of all 
of our foreign issues. The force in the National City Co. worked 
day and night, and the long schedules which I had with me 
before your committee were handed to me as I caught my train 
for Washington. I had no opportunity to question the ac- 
countants who prepared these schedules as to what was meant 
by expenses of each issue. The reports that I was accustomed to 
have come over my desk as to the profit to the City Co. on an 
issue of bonds contained an item of gross profit, an item of expense 
directly allocable to the issue, and an item showing the net profit. 
I, therefore, assumed that in the schedules handed me the deduc- 
tion for expenses represented items such as those | testified to, 
directly chargeable against the particular issue, and did not 
include the general expenses of the Nationa] City Co. I took 
the item of “ general expense " on the schedules to be an item 
representing the City Co.’s portion of the expenses directly 
applicable to each issue. 

Today I have been checking up these figures and I find that 1 
was in error in my testimony. The accountants had deducted 
from the gross profit figure the items of expense directly charge- 
able to each particular issue and the column headed “ general 
expenses " represented an attempt on the part of the accountants 
to allocate to the issue a proportion of the general expenses of 
the City Co. There is, of course, no method of accounting which 
would show with absolute accuracy exactly how much of the 
general expense of the National City Co. should be borne by 
anv particular issue of bonds. An effort was made by the ac- 
countants to determine some basis of allocating expenses by taking 
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the total general expenses of the company and dividing them 
by the total number of bonds sold during the year, thus fixing 
an arbitrary average cost per bond sold. 

If you will refer to the schedules I have given the committee 
and take the column headed “ gross profit” of the National 
City Co. and deduct therefrom the succeeding column headed 
“ discounts ” the remainder will show the profit of the National 
City Co. before general expenses of the National City Co. My 
testimony at the Hearing is applicable to this remainder and 
should not be applied to the last column headed “ net profit.” 

I wish therefore to correct my testimony by requesting that 
this letter be inserted as a part of the record of my hearing 
before your committee. 


Very truly yours, 
C. E. MITCHELL.’ 


In testifying before the Finance Committee, Mr. 
Mitchell had assumed that out of the $24,756,000 
profits which his company had earned from foreign 
loans in 1919-31 a part of the overhead expenses aggre- 
gating $6,000,000 to $10,000,000 a year had to be dis- 
bursed. It was only after his return to New York that 
he realized that those $24,756,000 represented clear 
profits, all overhead expenses having been deducted. In 
testifying before the committee he evidently had further 
assumed that a considerable part of the overhead ex- 
penses of his company was due to their participation in 
those foreign loans. As a matter of fact the over- 
head expenses to be so allocated amounted to only 
$4,288,000 for 13 years or about $330,000 a year. 

But Mr. Mitchell was by no means the only witness 
to over-estimate in his testimony the purport of the 
overhead charges not allocated to the individual loans. 
As a matter of fact there was only one witness, Mr. 
James Speyer, who indicated that in view of the 


7 Hearings on S. res. 19, p. 162. 


Totat Prorits ann MANAGING Banx’s Profits квом 20 Loans MANAGED ny THE Natrona City Co. 


Stl 


All Groups The National City Co. 
Amount 1 

Spread Profits Profits Ner 

Borrower af аше | (рег А (As А Ghi | Ner | Profis 

dollar | ceno | Saga | "ыб! pore | Stead | Profes | DA | Pronos [Cfr per- 

dollara) | dollars) |*^ "77K | dollars) | dollara) | certare] (in | centace 
о) of | dollars) | of 

Spread) Spread) Spread 
General Electric Со, 10,000,000 | 5.04 504,000 | 399,931 | 79.4 | 316,250 | 251.620 | 79.6 | 222,157 | 72.2 
Saxon Public Works 15,000,000 | 55 825,000 | 701.953 | 85.1 | 629,265 | 504,781 | 46.2 | 338.775 | 49.7 
Central Hank for Agriculture. | 25,000,000 | 5 1,250,000 1,003,999 | 80.3 | 451.100 | 39749? | 421 | 354,517 | 746 
Rhine-Westphalia El. 1'. Corp.| 10,000,000 | 4.9583| 495,833 | 416,230 | 44.0 | 320,833 | 271.499 | 44.6 | 236521]| 717 
General Electrie Са... 10,000,000 | 5.5 550.000 | 513,634 | 93.4 | 370,575 | 322.367 | 47.0 | 292231 | 7$9 
Saxon State Mortgage Ins... | 5,000,000 | $3167 | 205,833 | 267,435 | 100.6 | 193,433 | 171.338 | ga | 150331 | 773 
Useder Steel Carp... 2,500,000 | 5.36 402,111 | 342,381 | 464 | 260,161 | 247,301 | 920 | 225,965 | #79 
Saxon l'ublic Works, 15.000.000 | 4.5833] 687,500 | 630,519 | 9/7 | 341.200 | 287/255 | 542 | 250,835 | 73.5 
Saxon State Mortgage Inne. -| 4,000,000 | 5 200,000 | 190,623 | 90.3 | 145,210 | 1222177 | 41.1 | 108016 | 747 
Central Bank for Agriculture. | 30,000,000 | 3 900,000 | 6S&.688 | 73.2 | 300.161 | 257,230 | 459 | 223.632 | 74.5 
Rhine-Westphalia El. l*. Corp. | 15,000,000 | 3.5 525,000 | 411,331 | 78.3 | 322.995 | 2471176 | 74.5 | 210.788 | 65.3 
Saxon State Mortgage Inst 2,000,000 | 4 0,000 | 70,458 | 54.1 | 73,160 | $8,802 | 80.4 | 49283 | 674 
Central Bank for Agriculture. | 50,000,000 | 3 1,500,000 1,291,574 | 36.1 | 445,911 | 398,573 | 49.4 | 350280 | 424 
Central Bank for Agriculture. .| 25,000,000 | 2.75 687,500 | 715,405 | 104.1 | 201,837 | 171299 | 33.6 | 137.710 | 67.2 
104° | Genesal Electric Со,,........ 3.9583] 593,750 | 525.499 | 88.5 | 450.048 | 383,429 | 84.6 | 322.361 | 705 
Rhine-Westphalia El. 1 3.542 | 708,371 | 492191 | 70.2 | 377074 | 282208 | 74 | 227746 | 60.3 
Пвсасг Steel Corp..,....... 3.64 363,662 293,504 80.7 229,197 152,918 66.7 117,815 Shs 
Harpen Mining Corp... i 5 500.000 | 166,870 | 33.4 | 227.965 | 138,503 | 608 | 121,153 | 531 
Rhine-Westphalia El. Р. Corp. 20,000,000 | 3.5 700,000 | 501.207 | 72.0 | 393,747 | 275.707 | 70.0 | 224,582 | $7.5 
Saxon Public Works. .... 10,000,000 | 2.5 250,000 | 221,577 | 88.6 | 147,578 | 97,081 | 65.8 | 681150 | 46.2 
Total................. . [308,500,000 | 3.89 11,988,560 |9,818.599 41.9 16,217,103 [5,044,444 SLA 14,344,098 69.9 


* Since no syndicate was organized for Loan 104B, we have entered under “All Groups" the same figures as for The National City Co. 
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tendency to charge all conceivable expenses to the indi- 
vidual loans the overhead charges not so allocated 
could not be very important. 


Senator Jones. What I would like to get would be the net 
income you got from handling one of these loans. 

Mr. Speyer. We can call this net income. 

Senator Jones. That is, then, your net profit? 

Mr. Speyer. Yes. 

Senator Jones. After you have deducted all your expenses, 
and so forth? 

Mr. Speyer. Not the salaries of clerks and things like that ; 
but I will let that go. 

Senator Jones. All commissions? 

Mr. Speyer. Yes; all commissions are deducted, but we have 
not deducted the income tax we paid on it, either. 

Senator Jones. Then, this profit that you have been referring 
to all the time is your net income, without deducting your 
proportionate part of vour ordinary expenses? 

Mr. Speyer. Yes. It would be somewhat less than this; 
$1,806,000 is our profit. If you want to figure up the salaries 
of clerks, you know, it can not be very much. Let it go at that. 


Senator Johnson. I think you have said that these profits of 
$1,806,000 were your gross profits. Then, in answer to Senator 
Jones, you said that they may be taken as your net profits. 

Mr. Speyer. Yes. 

Senator Johnson. I think we may take those as your gross 
profits, or your net profits. We may argue, as lawyers do, and 
as Senators sometimes do, from either premise, 

Senator Jones. It may do you a great injustice. 

Mr. Speyer. I am accustomed to that. 

The Chairman. You have certain expenses of maintaining 
your institution. 

Mer. Speyer. That is right. 

The Chairman. They are not allocated to every loan that you 
make. 

Mr. Speyer. That is right, Mr. Chairman. 

'The Chairman. And this is exactly the same. 
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Mr. Speyer. Yes. 

The Chairman. Whatever expenses you had in putting this 
out have gone into your general expense account, and not to any 
particular loan. 

Mr. Speyer. Except for the advertising. 

The Chairman. Of course that is another matter. That is 
understood in the banking business always. 

Mr. Speyer. The salaries of our clerks, and that sort of 
thing—office rent, and all that—we do not allocate to any par- 
ticular loan, and that is not considered. You are perfectly right. 

Senator Shortridge. I do not want to prolong the matter, 
but what items of expense do you charge to that particular 
transaction ? 

Mr. Spever. Everything we can think of, except the regular 
office expenses, salaries, rents, and things like that.® 


The overhead expenses of The National City Co. 
varied for 20 German loans which they managed be- 
tween 7.7 and 19.6 per cent of the spread. They ag- 
gregated $700,345 or 11.3 per cent of the total spread. 

The net profits of The National City Co. varied for 
those 20 loans between 46.2 and 84.9 per cent of the 
spread. They aggregated $4,344,098 or 69.9 per cent 
of the total spread.* 

The total spread for all the 135 German loans pub- 
licly offered in the United States exceeded $70,000,000. 
On the basis of the data provided by The National City 
Co., we estimate the American bankers’ net profits from 
those loans at about $50,000,000.:° 


з Тһе same, pp. 626, 628. Some banks evidently charge even part 
of the " regular office expenses" to the individual loans. The Chase 
National Bank thus listed among the expenses for some Cuban loans: 
Telephone, stationery, addressograph, private wire, miscellaneous, sun- 
dry office expense. (The same, p. 1959.) 

? For the three German loans in which The National City Co. had 
an interest without being managers, their net profits aggregated $602,923 
or 80.2 per cent of the total spread. 

10 The reader should, of course, bear in mind that we are concerned 
in this study only with the bankers' profits from the issue of the loans. 
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The main object of this study has been to ascertain 
the extent of American bankers’ profits from Ger- 
man loans publicly offered since 1923. With a volume 
of business aggregating $1,280,000,000—the purchase 
price paid by the bankers for those loans—the net 
profits amounted to $50,000,000. This is equivalent 
to about 4 per cent of the cost. 

Was this profit excessive? No scientific answer can, 
of course, be given to such a question since the term 
excessive implies a moral judgment. 

Was this profit exceptionally high? It is also im- 
possible to give any scientific answer to this question. 
In order to translate the $50,000,000 of net profits 
into a rate of return upon the capital employed, for 
purposes of comparison with dividends in other types 
of business, we would obviously have to know the 
amount of capital which served as a basis for these 
investment banking operations. Such data are, however, 
not available. Some of the investment houses in ques- 
tion are partnerships, and the amount of their resources 
is not known. Others are banking affiliates which may 
draw not only on their own capital but also on the 
resources of the parent company. Moreover, even if 
the capital of the institutions engaged in the investment 
banking business were definitely known it would be 
impossible to allocate it as between foreign business 
and domestic business. The analysis must, therefore, 


conclude with a mere statement that the net profits 
amounted to $50,000,000. 


For the additional profits of the bankers in their capacity as trustees and 
fiscal agents up to the redemption of the last instalment of the principal, 
see Robert R. Kuczynski, American Loans to Germany, pp. 346-59; 
Deutsche Anleihen im Ausland 1924-1928, рр. 248-53. 
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APPENDIX A 
AMOUNT OF LOANS ISSUED AND OUTSTANDING 


Twelve American banking institutions submitted to the 
Senate Committee on Finance tables containing information 
on German loans issued in the United States. 

J. P. Morgan & Co., Dillon, Read & Co., Speyer & Co., 
Hallgarten & Co., and F. J. Lisman & Co. recorded the loans 
where they headed the syndicate.’ 

The National City Co., Kuhn, Loeb & Co., and Guaranty 
Co. of New York recorded separately the loans where they 
headed the syndicate and the loans where the syndicate was 
managed by others but where they had an interest.? In a similar 
manner Lee, Higginson & Co. recorded separately the loans 
where they headed the syndicate and the other loans where they 
“ had an interest of $50,000 and over." ? 

The Chase Harris Forbes Corporation, for each of the three 
formerly independent members of the corporation— Chase Securi- 
ties Corporation, Equitable Trust Co., and Harris, Forbes & 
Co.‘—recorded separately the loans where they had "a par- 
ticipation in the origination and/or management ” and the loans 
where they had “ taken major participations in issues originated 
or managed by others." ? 

Brown Brothers Harriman & Co., for each of the two for- 
merly independent members of the corporation, Brown Bros. 
& Co. and W. A. Harriman & Co.,* recorded separately the 


172 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 befare the Committee on Finance, pp. 
160. 1264; pp. 504-06; pp. 645-47; pp. 1135, 1138; p. 1766. 

? Тһе same, tables 1 and 3 following p. 162; tables following p. 184; 
pp- 923, 925, 927, 932-33, 940-41. 

2 The same, tables following р. 1552. 

*'The merger occurred in 1930. 

* Hearings on S. res. 19, pp. 426-27, 429-32, 437-39. 

*'The firm of Brown Brothers Harriman & Co. was formed by the 
merger of Brown Bros. & Со., W. A. Harriman & Co., and Harriman 
Bros. on Jan. 1, 1931. 
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loans which they had “ originated and/or managed,” the loans 
where they had “ origination participations with others,” and 
the loans where they had “ participations with others, not orig- 
inal terms but appearing in advertisement.”* In a similar 
manner J. & W. Seligman & Co. recorded separately the loans 
which they had originated, the loans “ originated by others " 
where they "participated in original group," and the loans 
" originated by others " where they “ participated in appearing 
group." 5 

Three of the loans recorded in the Hearings were granted to 
corporations whose property is largely located in Germany but 
which are incorporated іп an American state ; ° since such loans 
in all legal and a good many other respects practically do not 
differ from American domestic loans, we have excluded them 
from our study. Nine other loans recorded by the banks have 
been privately placed ; since they represent only a small fraction 
of the German loans privately placed by American banks,'® we 
have excluded them from our general analysis." In using the 
term “loans” we shall therefore only consider German loan: 
publicly offered in the United States exclusive of loans to com- 
panies incorporated in America. 

The twelve banking institutions recorded 99 loans which they 
had managed ; 12 loans were recorded only by another than the 
managing bank. But 24 loans actually issued were not mentioned 
at all in the Hearings before the Finance Committee. 

The table on pages 150-55 gives for each loan: (1) the num- 
ber of the loan; (2) the date of offering; (3) the borrower: 
(+) the managing bank: (5) the par value of the total loan: 


* Hearings on S. res. 19, рр. 1569-70, 1572-73. “The third category 
listed is that where we have had positions in a syndicate sufficient to 
justify our appearing in the advertisement, but where our position has 
not been on original terms." “Issues managed by other people, where 
we did not appear in the advertising, but had some retail distribution 
interest to a greater or lesser extent, are not included" (the same, 
pp. 1574-75). 

"The same, pp. 1356-59. 

* Silesian-American Corporation, Hugo Stinnes Industries, American 
1. С. Chemical Corporation. 

See Robert R. Kuczynski, American Loans to Germany, pp. 20-21, 
23-24; Deutsche Anleihen im Ausland 1924-1928, pp. 21-22, 24. 

"The available data on these nine loans will be found in Appendix D. 
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RECORD or GERMAN Loans 


Number of Loans 


Managing Ranks Recorded | Recorded 
by only by Not 
Managing | Another | Recorded | Total 
Bank Bank 

]- P. Morgan: Cos sien дуни». es 2 T 2 
Goldman, Sachs & Co... . Lene 1 m 1 
Dillon, Read & Co...... . 20 7 Vite 20 
National City Co Eur 20 d Mae 20 
Harris, Forhes & Со. .. ..... ..... 16 1 сез 17 
Speyer & Co. Sere 8 ^ Я 8 
Blair & Co 3 3 
Guaranty 2 E 2 
Equitable Trust Co. 4 4 
Lee, Higginson & Co 8 8 
Ames, Emerich & Co. 3 
Е. J. Lisman E + 3 à ine 3 
Chase Securities Corporation E 5 А Pe) 5 
Blyth, Witter & Co...... . 2 2 
Lehman Brothers .,...... : 1 1 
W. А. Hartiman & Со....... 3 3 
Mallgarten & Со... .. І 1 
Howe, Snow & Bertles. .. agen. 3 3 
International Acceptance Bank. 3 1 4 
А. G. Becker & Co.,....,. 1 7 8 
Brown Bras. & Co.... xv 4 4 
P. W. Chapman & Co. g 1 1 
Kuhn, Loeb & Co........ КОМ 2 2 
Т, & W. Seligman & Co.. К> ТАРЕ 1 И " 1 
Field, Glore & Co....... s Š i 1 2 
Е. Н. Rollins & Sons.. . енн й 1 3 4 
Halsey, Stuart & Со..... . E 1 1 
Brokaw & Со.............. 1 1 
Potter & Co.....,.. 1 1 
Totals, сазнао ите 99 | 12 24 135 


^ |n order of issue 


(6) the par value of that part of the loan which was floated 
in the United States; (7) the rate of interest; (8) the offering 
price; (9) the date of the loan; (10) the term of the loan; 
(11) the total amount outstanding as stated to the Finance 
Committee; (12) the approximate total amount outstanding on 
June 1, 1932; (13) the approximate amount floated in the 
United States still outstanding on June 1, 1932. 

A few explanatory remarks will facilitate the study of this 
table: 

Column 1. 'The loans are numbered in chronological order 
according to the date on which they were offered. In case 
slices of one loan were offered at different dates, they are 
recorded under the same number. 
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Сохғтлстіхс Data on Tranches Issued iN ThE Uniten Ѕтлтез 


| Floated in the United States 


Number of oral 
Loan leuc 
Our Hand- Bankers" 
| Book* hook^ Sratementsc 
2 А | $10,000,000 | х 9.000.000 | $ 8.000.000 
Hd 12.000.000 11.000.000 11,000,000 | х/0, 700.000 
4. 16,000,000 9 602,500 : 
я 10.000.000 8.500.000 5.350.000 
Паво 15,000,000 14,900,000 А 
[ SM е 15.000.000 13.000.000 15,000,000 
EDS, 25,000,000 18.510.000 : 
hee 15.000.000 12.200.000 
1.. 6.000.000 3.275.000 
ats. 10.000.000 8.400.000 
2 3.600,000 3,220,000 3,200,000 
аби 7.500,000 7,000.000 7,500,000 
Mig 5,000,000 1.800.000 Я 
33. 25,000,000 50.000 17,825,000 
404 15.600.000 50.000 
10В 8,000,000 ‚250,000 i 
49 5.000.000 1.500.000 4,000,000 
50. 30,000,000 30,000,000 27,100,000 
SIA 3.000.000 2.400.000 В 
52.. 15.000.000 12.275,000 
835. 3.000.000 
10,000.000 
56 20.000.000 
87.. 3.000.000 
5А. 24,000,000 16,255,000 
65 15,000,000 12,000,000 
66 4.000.000 : 
68 20.000.000 15.000,000 16.485 ,000 
is 30.000.000 19,000,000 
75 30.000.000 | 14.360.000 11,410,000 
} 
D 15.000.000 11.000.000 | 10,500,000 ы 
78 4,225,000 3.225.000 1.225.000 2,873.000 
82. 25.000.000 30.000.000 14.00.000 16.600.000 
84 30.000.00n 35.700.000 24.500.000 
RS 50.000.000 33.000.000 33.105.000 
87 20.000.000 20.000.000 19.185.000 
91 10.000.000 8.500.000 7.500.000 
93.. 15.000.000 7,990,000 7.200.000 7.640.000 
99. 25,000.000 21.250.000 25.000.000 : 
100.. 3.000.000 2,473,000 2.404.000 2,464,000 
5.000.000 5.000.000 4,250,000 
20.000.000 18.000.000 12.500.000 
10.000.000 9.000.000 9.500.000 ae 
12.000.000 8.900.000 8,865.000 8.861.000 
15.000.000 15.000.000 13,120,000 13,535,000 
4.600.000 3,850,000 3.750.000 3,750,000 
15,000,000 9.651.000 9.577.000 
15,000,000 12,778,000 11.302,000 


а Deutsche Anleihen im Ausland 1921-1928. 


* U. S. Bureau of Foreiem and Domestic Commerce Trade Promotion Series No. 100 
(for 1930. Trad- Information Bulletin No. 746) 


* Yo the Senate Finance Committee- 
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Column 6. None of the loan documents contains reliable 
and comprehensive information on the distribution of the in- 
dividual American loans among the various issuing countries: 
‘The loan contracts and the indentures securing the loans, as a 
rule, do not touch this point; the prospectuses and the listing 
applications onlv incidentally mention one or the other fact. 
‘The data given in official and private statistics, in the reports 
of American and foreign banks, and in the commercial and 
financial press are most conflicting and by no means complete. 
In preparing our former studies we tried to obtain accurate 
figures from the managing banks, and this attempt was on the 
whole successful for the loans issued prior to 1927 but not for 
later years. Moreover, the answers were not uniform: some 
houses apparently included in the American tranche small 
amounts privately placed in some European country while others 
gave the full details, In the meantime two other sources have 
been opened: the United States Department of Commerce in 
its " Handbook on American Underwriting of Foreign Securi- 
ties " 1* indicates for each foreign loan publicly offered in the 
United States the " par value of flotation in United States," 
and several banks in their tabular statements to the Finance 
Committee show the amount of bonds “sold abroad.” But the 
data on foreign sales in the Handbook are quite incomplete, 
especially for the earlier years, and the amounts given by the 
banks in part lag behind the figures they furnished us five years 
ago. 

The table on page 148 shows the loans for which either the 
Handbook or the statements to the Finance Committee, or both, 
differ from our figures previously published. The figures which 
we consider accurate and which we have therefore inserted in 
our main table at the end of this Appendix, are printed in italics. 

Column 8. In the case of serial bonds we have entered the 
offering price for the first and the Jast series. 

Column 10. The term of the loan, as a rule, indicates the 
number of years (reckoned from the date of the loan) within 
which the last instalment of principal becomes due; but in the 
case of serial bonds we have entered the numher of years after 
which the first and the last series mature. 


U, S, Bureau of Foreign and Domestic Commerce Trade Promotion 
Series No. 104. 
11 
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IN LOANS 


German Loans Penrictv OFFEREN 


(In thousands 


Dare of 


І lortdwer 
Offering Bore 


10-14-24 |German Republi 


12-29-24 |Fried. Krupp. Ltd 
1-10-25 | Thyssen Iron and Stee 
1-26-25 |General Electric Co 

1-27-25 [Siemens Companies, .... 
2- 3-25 |Saxon Public Works,. 
ЭЛЕ | Electric Power Corp. . 


7- 2-25 |City of Berlin 
7-20-25 |City of Cologne 


8-26-25 |City of Munich... . 


9-28-25 |State of Bavaria. а 
10- 5-25 |Rhine-Main-Danube Corp 
10- 9-25 [Rudolph Karstadt.. 

10-26-25 |City of Duesseldorf. . 
10-27-25 |City of Heidelberg 

10-28-25 |Wurttemberg Municipalities. 
11- 2-25 |Hamburg Electric Co. 
11-10-25 |State of Oldenburg de: 


Rhine-Westphalia El. P. Corp... 
Municipal Bank of Hessen. 


\[Good Hope Steel and Iron Works.. 


City of Dresden....,.. 
City of Frankfort, 
Westphalia United El. Р. LOTES 
City of Duisburg...... 
General Electric Co. . 
Hamburg American Line 
United Industrial Corp. 


1-15-26 |Saxon Stare Mortgage Institution. 
1-25-26 |Municipalities of Вадеп..... ... 
1-26-26 |Rheinelbe Union. . . 
1-28-26 |Leonhard Tierz... 
2- 1-26 |Sachren-Anhale Electric Co. 
2- 2-26 |Consolidated Hydro. Electric 
Works of Upper Wurttemberg- 
2- 3-26 [Silesia Electric Согр.,..... 
2- 4-26 Bavarian Palatinate Cities. 


2- 8-26 [Berlin City Electric Со. ..... 


2-23-26)|German Savings Banks and 
8-19-26{] Clearing Assaciation... 


3- 2-26 |City of Leipzig... 
3- 8-26 [Catholic Church i 
4-27-26 |State of Hamburg 
4-29-26 |lIseder Sree! Corp 
5-13-26 |State of Anhalt.. 


;|Lehman Brothers. . 


.|Ames, Emerich & Co.. 


Managing Bank 


J. P. Morgan & Co... [110,000 
Goldman, Sachs & Co..| 10,000 


Dillon, Read & Co... | 12,000 
.|National City Co.... 10,000 
Dillon, Read & Co... | $000 
National City Co..... 15,000 
ү, Harris; Forder S Coi | 3:000 
Speyer & Co. ........| 15,000 
.|Blair & Со... ..| 14,000 
.|Harris, Forbes & Co. 8,700 
{National City Co, .... 25,000 


|Guaranty Co. of N. v. [10-000 
.|Equitable Trust Co. ..| 15,000 


Lee, Higginson & Со. 6,000 


Dillon, Read & Co. 3,000 
Ames, Emerich & Co..| 1,750 
„ЈЕ. J. Lisman & Co. 1,500 
. [Chase Securities Corp 8,100 
,JBlyth, Witter & Co . 4,000 
‚|Атев, Emerich & Co..| 3,000 

National City Co.....| 10,000 
Ооп, Read & Cau 3.600 

Lee, Higginson & Co.. | 2:200 
.|Speyer & Со......... 5,000 
[Speyer & Co. e| $6000 

Speyer & Co...... 7.500 

2. Harris, Forbes & Co... 3,000 
.|National City Co... 10,000 
‘Speyer & Co... 6.500 

arris, Forbes & Со... 6,000 
National City Co.....| 5.000 
th, Witter & Co . 4.500 


D; lon, ed & Co....| 25,000 


F. J. Lisman & Co. 


Harris, Fo 


Hallgarten & Со...... 
Harris, Forbes & Co. 


Speyer & Co.. я 
аме, Snow & Bertles А 
Internat. Accept. Bank| 5,000 
{National City Co.. 7.500 
A. G. Becker & Co....| 2,000 
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in тнк Uniten States, 1924-31 
of dollars) 


Approximate 
Amount Д 


mount 
PERINI [^s " Term | Que. Outstanding | 
in ter- | Offering age’ ig ak "ап | June 19 " 
United | est Price Le. (m. Baneee| Г M 
Sma | Rare oan (In |(Bankers oan 
Years)| State- Floated 
menu) | Total in 
110.000 | 7 92 10-15-24 | 25 | 76,759.4| 74,456.4| 74,456.4| 1 
9,000 7 99.25 12-15-24 { е м —— — 2 
10700 | 7 98.5 1-125| s| рр рз 
9,662.5| 7 9375 | 1-15-25] 20 | a991 | sesa | aie | 4 
9 Ip 3 = | — | — | 5 
R450 |7 { 965 1 1- 1-25 { 10 | 3,544.5) 3,147.5} 2,659.5] SB 
14,00 | 7 92 2- 2-25 | 20 | 15,000 | 15000 | 14,900 | 6 
$900 ]| 65 8? 3- 1-25] 35 | 7125 | 6,937.5] 6,937.5] 74 
15,000 | 65 89 4- 1-25] 25 | 12,243.5] 12,052 | 12,052 | 8 
x000 | 6.5 87.5 3-18-25 | 25 | 8/3685] 86и | боз | 9 
ктоо |7 | 100-935 8- 1-25 | 1-20 | 6,090 | 6090 | 6090 | 10 
mem? [o 9g | 9-15-25] 25 | 22,214 | 21,925 | 162505 (a 
E ; F 1 
3350: ? ||. sys j| 9- 1-28] 10 | 12,462 | 1,500.5] 9,670.5|{ 124 
121200 | 6.5 | 100-88.5 8- 1-25 | 1-20 | 10,500 | 10,500 | asso | 13 
$275 | 7 96 9- 1-25 | 25 | 5,227 | 51525| 4:530 | 14 
3000 | 7 97 10- 1-25, s| —— | — | — |, 
1.750 |7 | 100-93.875 | 9- 1-25 | 1-20 | .. 1225 | 1,225 | 16 
1:500 | 7.5 98.5 7- 1-25 | 25 1355 | 1,355 | 17 
8.100 | 7 | 100.48-93.90 | 11- 1-25 | 1-20 | 5.880 | S.880 | saso | 18 
(000 | 7 - 95.5 11- 1-25] 10] - 2,800 | 2:800 | 19 
3000 | ; | 100.5-93.875 |11- 1-25 | 1-20] `} 25375 | 2475 | 20 
8.100 | 7 94 11- 2-25 | 25 | 8382 | 8232 | 6915 | 21 
3220 | 7 | 100-93.375 |11- 1-25 | 1-20 | 2,700 | 2520 | 2251 | 22 
ERR | oS } 10-15-25 | 20 | 6,983 5| 6,858.5| 6,172.5 (238 
3350 | 7 94 11- 1-25 | 20 | 3,889.5] 3,764.5| 2,823.5| 24 
2:800 | 7 | 100.375-94 }10- 1-25 | 1-20 | 2.800 | 2,800 | 1600 | 25 
7:000 | 65 87.5 12- 1-25| 25 | — | —— | —— | 95 
3,000 T 100-93.375 11- 1-25 | 1-20 2.100 2,100 2,100 27 
10,000 6.5 94 12- 1-25 15 5,802 5,479 5,479 28 
6,500 6.5 100-99 12- 1-25 | 3-15 4,500 4,500 4,500 29 
6,000 6 84.5 12- 1-25 20 5,100 5,100 5,100 30 
41800 |2 93.5 12- 1-25 | 20 | 4,136 | 4,091 | 3,927.5] 31 
4,500 7 93 1- 1-26 25 е 3,998.5 3,998.5] 32 
15,950 7 94 1- 1-26 20 | 22,188 21,250 13,558 33 
3.000 7.8 97 i= 1-28 20 ose 2,100 2,100 34 
1,000 6.5 |100.125-98.62S| 1- 1-26 | %-2 — —— — 35 
4.000 7 93 1-15-26 30 б 3,702 3,702 36 
4,000 6.5 87.375 2- 1-26 20 3,400 3,400 3,400 37 
3,800 1 7 100.5-93.375 1- 1-26 1-20 P 
1,000 99 7 
m жау M. 
12,250 M. = e 
6,350 | 7 \ 98 1 2- 1-26 21 19,772 
3,750 7 94.75 21 4,292 
5,000 6.5 93.5 20 . 
5,000 5.5 99.75 1 А 
5,250 t i 94 20 M 
1,750 7 101-93.875 1-20 
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PROFITS FROM GERALAN LOANS 


Dare of 
Offering 


10-14-24 


11-19-25 | 
9-28-25 
10- 5-25 
10- 9-25 
10-26-25 
10-27-25 
10-28-25 
11- 2-25 
11-10-25 


11-12-25 
11-18-25 
11-20-25) 
2-11-26] 
11-23-25 
11-23-25 
11-23-25 
11-27-25 
12- 9-25 
12-11-25 
12-18-25 


1-15-26 
1-25-26 
1-26-26 
1-28-26 
2- 1-26 
2- 2-26 
2- 3-26 
2- 4-26 
2- 8-26 
2-23-26| 
8-19-26) 


3- 2-26 


5 [City of Berlin. ...,... 
|5 of Cologne 


3- 8-26 
4-27-26 
4-29-26 
5-13-26 


German Loans Pourict.y OFFERED 
(1n thousands 


Borrower 


German Republic. 
Fried. Krupp, Led 
Thyssen Iron and Steel V orks. 
General Electric Co. 


Siemens Companies. 
Saxon Public Works.. 
Electric Power Corp... 


‘ity of Munich. . 


Central Bank for Agriculture. 


State of Bremen 


State of Bavaria. .. T 
Rhine-Main-Danube Corp. k 
Rudolph Karstadt... е 

City of Duesseldorf.. 
City of Hcidclber, 
Wurttemberg Municip 
Hamburg Electric Co 

Stace of Oldenburg 


Rhine-Westphalia El. P. Corp.... 
Municipal Bank of Hessen... 


Good Hope Steel and Iron Works.. 


City of Dresden... 
City of Frankfort. . 
Westphalia United 

City of Duisburg.. 
General Electric Co... 
Hamburg American Line 

United Industrial Corp. . . 


Saxon Stare Mortgage Tnantutiona 

Municipalities of Baden 

Rheinelbe Union 

Leonhard Tierz. 

Sachsen-Anhalt Electric Co. 

Consolidated Hydro-Electric 
Works of Upper Wurttemberg 

Silesia Electric Corp 

Bavarian Palatinate Cities 


Berlin City Electric Co 


German Savings Banks and 
Clearing Associanon. . 


City of Leipzig. aud 
Catholic Church v in Bavaria 

State of Hamburg. 

Tiseder Steel Corp 
Seate of Anhale. 


.|Dillon, Read & Co 


..{National City Co .... 
[Guaranty Co. of N. Y. 


..|Equitable Trust Ca 
сее, Higginson & Co. 
Бишоп, Read х Co. 


[Speyer & Co... 
..|Speyer & Co 
-JSpeyer & Co 
|. | Harris, Forbes & Co.. 
[National City Co. 

-|Speyer & Co 


- .|Dillon, 
.|Lehman Brothers 


Managing Hank 


J. P. Morgan & Co.. 

Goldman, Sachs & Co.. 
Dillon, Read & Co. 
National City Co. 


National City Co 
Harris, Forbes & Co... 


ver & Co. 
Blair & Co. 


Нагі», Forbes & Со, 


Ames, Emerich & Co.. 
F. J. Lisman & Со... 


. [Chase Securities Corp. 
.|Blyth, Witter & Co... 


Ames, Emerich & Co.. 
National City Co 


.|Dillon, Read & Co.... 


Lee, Higginson & Co.. 


Harris, Forbes & Co... 

National City Co... 

Blyth, Witter & Co 
Read & Co. 

F. J. Lisman & Co. 


W. A Harriman & Co 


-|Harris, Forbes & Co... 


Ames, Emerich & Co. 
Hallgarten & Co 


Harris, Forbes & Co. 


Speyer & Co. 

owe, Snow & Bertles 
Internat. Accept. Bank 
National City Co. 
A. С. Becker & Co 


AMOUNT OF LOANS 151 
in тнк Uniren States, 1924-31 
af dollars) 
Approximate 
А ‘Amount » maunt 
Floated In- erm ut- utstanding 
in ҮЕГЕ Offering Dite 8 E June 1, 1932 Че 
United Rate Price Loan (In. |(Bankeri' Loan 
ears)| State- Floated 
ments) | Total in 
S 
7 92 10-15-24 | 25 | 76,759.4| 74,456.4| 74,456.4| 1 
7 99.25 | 12-15-24 5 ‘ — | — 2 
7 98.5 1- 1-25 5; = | —— — 3 
7 93.75 1-15-25} 20 | 8991 | 8658 | 8,366 | 4 
© Bs || [| Ж сш, == | 24 
96.5 10 | 3,544.5] 3,147.5] 2,650.5| 5B 
1 92 2- 2-25 | 20 | 15,000 | 15,000 | 14,900 | 6 
65 87 3- 1-25 | 25 | 7125 | 6,937.5} 6,937.51 38 
6.5 89 4- 1-25] 25 | 12,243.5| 12,052 | 12,052 | 8 
6.5 87.5 3-15-25 | 25 | 8,768.5] 8.641 | 6013 | 9 
7 100-93.5 8- 1-25 | 1-20 | 6090 | 6090 | 6,090 | 10 
7 m 9-15-25 | 25 | 22,214 | 21,925 11 
"n 12А 
7 | Nie 10 | 12,462 | 11,560.5 un 
6.5 | 100-885 8- 1-20 | 10,500 | 10,500 13 
7 96 9- 25 | 51227 | 5152,5 t4 
7 97 10- s| — | — 15 
7 100-03.875 | 9- 1-20 1,225 16 
1.5 98,5 7 25 che 1,355 17 
7 | 100.48-93.90 | 11- 1-20 | 5,880 | 5,880 18 
7 "95.5 11- 10| axe 2,800 19 
т | 100.5-93.875 | 11- 1-20 2,475 20 
7 94 11- 25 | 8,382 | 8,232 21 
7 100-93.375 |11- 1-20 | 2100 | 2,520 22 
| 91 \ 123A 
|| a j| 19- 20 | 6,983.5] 6,858.5] 6,172.51) 330 
7 94 11- 20 | 3,889.5| 3,764.5] 2,823.5] 24 
7. 100.375-04 | 10- 1-20 | 2800 | 2800 | 1,600 | 25 
6.5 87. 12- 25| — | — | — |2 
7 100-93.375 |11- 1-20 | 2,100 | 2,100 | 2,100 | 27 
6.5 91 12- 15 | 5:802 | 5479 | 5479 | 28 
6.5 | 100-99 12- 3-15 | 4,500 | 4,500 | 4500 | 29 
6 84.5 12- 20 | 5100 | 5100 | 5100 | 30 
т 93.5 12- 20 | 4,136 | 4,091 | 3,927.5] 31 
7 93 1- 3,998.5] 3,908.5] 32 
7 91 1- 20 | 22,188 | 21,250 | 13,558 | 33 
7.5 97 1- 20 2300 | 23100 | 34 
65 |100.125-98.625) 1- ие | = |——|-—]|s 
7 9з 1- 30 à 3,702 | 3,702 | 36 
6.5 87.375 | 2- 20 | 3400 | 3400 | 3400 | 37 
т | 100.5-93.375 | 1 1-20 3.1345) 3,134.5] за 
99 2 
615 985 * { 3) 398 
94.75 
1 Ad 2- 21 | 19,772 | 19,772 | 15,990 || 10А 
1 94.25 21| 4292 | 4,202 | 3219 | 41 
6.5 93.5 20 | . 41263.5| 4,263.5| 42 
5.5 99.75 mae — | — "| 43 
7 94 4 1-26) 2| =- | — | —— | as 
7 101-93.875 | 3- 1-26 | 1-20 1400 | 1,225 | 45 
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PROFITS FROM GERMAN LOANS 
German Loans Purticiy OFFERED 
{In thousands 
Duis er Borrower Managing Bank | Foral 
10-14-24 [German Republic. . J. P. Morgan & Co... . [110,000 
12-29-24 |Fried. Krupp, Led Goldman, Sachs & Co.. 10,000 
1-10-25 |Thyssen Iran and Steel Works... .|Dillon, Read & Co....| 12.000 
1-26-25 |General Electric Co.............]National City Со..... 10.000 
1-27-25 |Siemens Сотрапісз... ..|Dillon, Read & Co....|( $00 
2- 3-25 |Saxon Public Works. ..|National City Со..... 15,000 
Бе КТ Electric Power Corp. .|Harris, Forbes & Co... { 21000 
7- 2-25 (City of Berlin....,...........+-- Speyer & Со......... 15,000 
7-20-25 |City of. Cologne... Blair & Co. ..] 10,000 
8-26-25 |City of Munich. . ‘|Harris, Forbes & Co.. 8,700 
9-16-25 {Central Bank for Agriculture. ....|National City Co.,.., 25,000 
19272222) State of Вгетеп............. ..|Guaranty Co. of N. Y. (18000 
9-28-25 |State of Вакагі2........... .|Equitable Trust oe 15,000 
10- 5-25 |Rhine-Main-Danube Corp. ..|Lee, Higginson & 6,000 
10- 9-25 |Rudolph Karstadt ;. Dillon, Read & Co. 3,000 
10-26-25 |Сиу of Duesseldorf . z Amd Emerich & Co.. 1,750 
10-27-25 |City of Heidelberg... J. Lisman к Co. 1,500 
10-28-25 |Wurttemberg Municipalities. БЕЖ ЫШ Corp. 8,400 
11- 2-25 {Hamburg Electric Co.. Blych, Witter & 4,000 
11-10-25 |State of Oldenburg. ............. Ames, Emerich & Co. 3,000 
11-12-25 |Rhine-Westphalia El. P. Corp... .|National City Со..... 10,000 
11-18-25 [Municipal Bank of Hessen... .. Dillon, Read & Co 3,600 
11-20-28) Good Hope Steel and Iron Works...Lee, Higginson & Co. .|{ 3:300 
11-23-25 |City of Dresden. ---.e- [Speyer & Co.. 5,000 
11-23-25 |City of Frankfort... .. .+-pSpeyer & Co 4,000 
11-23-25 |Westphalia United El. Р. Corp [Speyer & Co. 7,500 
11-27-25 |Сіту of Duisburg.. d Har rris, Forbes & Co. 3,000 
12- 9-25 |General Electric Co. -|National City Co. 
12-11-25 |Hamburg American Line. Speyer & Co А 
12-18-25 |United Industrial Corp .|Harris, Forbes & Co...) 6,000 
1-15-26 |Saxon State Mortgage [nstitution.|National City Co.. . 5,000 
1-25-26 |Municipalities of Baden.......... Blyth, Witter & Co.. 4,500 
1-26-26 |Rheinelbe Union ‘|Dillon, Read & Co. .:.| 25.000 
1-28-26 |Leonhard Tietz. . Lehman Brothers. 3,000 
2- 1-26 |Sachsen-Anhalt Electric Co..... F. J. Lisman & Co....| 1,000 
2— 2-26 |Cansolidated Hydro-Electric 
Works of Upper Warttemberr .[W. A. Harriman 5 Со.) 4,000 
2- 3-26 |Silesia Electric Corp. . .[Harris, Forbes & Co...| 4,000 
2- 4-26 |Bavarian Palatinate Cities. Ames, Emerich & Co..| 3,800 
2- 8-26 | Berlin City Electric Co. ......... |Hallgarten & Со...... (41000 
2-23-26]|German Savings Banks and \ ; 15,000 
БИЗЕ ‘Clearing Ашен" j| Harris, Forbes & Со. (18-000 
3- 2-26 |City of Leipzig.. © .|5реуег & Со. ....... 5,000 
3- 8-26 |Catholic Church in Bav Наме, Snow & Bertles | 5,000 
4-27-26 |State of Hamburg. Internat. Accept. Bank} 5,000 
4-29-26 |IIseder Steel Corp National City Со . .. .500 
5-13-26 |State of Anhalt. ... A. G. Becker & Co. ..| 2,000 


AMOUNT OF LOAN 151 
IN THE ИхггЕр States, 1924-31 
of dollars) 
Approximate 
Amount ent 
йлы dies Term | Our- Outstanding 
ч tee | Otere Date | of | atand- | }шпе1,1932 No, 
! 1 o oan] ing o 
United [ser | "nee Loan | (In |(Bankers Loin 
Years)| State- Floated 
ments) | Total in 
5 
110,000 | 7 92 10-15-24 | 25 | 76,759.4| 74,456.4| 74,456.41 1 
9000 | 7 9925  |12-15-24 E = [mmm || 2 
10,700 | 7 98.5 1- 1-25] 5 S || 3 
96625| 7 | 9375 1-15-25 | 20 | 8,991 | 8,658 | 8366 | 4 
7 99 Ls 3| — | — | —] 5a 
8450 17 A 96s ] 1= 1525 0 yo] зда] 3,147.5) 2,650.5] SB 
14,900 | 7 92 2- 2-28 | 20 | 15,000 | 15000 | 14,900 | 6 
30001) 65 87 3- 1-25 | 25 | 7,125 | 6,937.5} 6,937.5 H n 
15.000 | 6.5 89 4- 1-25 | 25 | 12,243.5] 12,052 | 12,052 | 8 
000 | 6.5 87.5 3-15-25 | 25 | 8,7685) 8641 | 6913 | 9 
5700 | 7 | 100-935 8- 1-25 | 1-20 | 6,090 | 6,090 | 6:090 | 10 
DRE po Was s 915-75] 25 [2220 | 21,925 | 16259,5 na 
| t 3 112 
ооо. E E 9- 1-25 | 10 | 12,462 | 11,560.5] 8,670.5], 138 
122200 | 6.5 | 100-88.5 8- 1-25 | 1-20 | 10,500 | 10,500 | 8,540 | 13 
5275 | 7 96 9- 1-25 | 25 | 522? | 51525] 4530 | 14 
4000 | 7 97 10- 1-25 Е R— gc 6 Н 
1.250 |7 | 100-93.875 | 9- 1-25 | 120 1,225 | 1,225 | 16 
1,500 | 7.5 98.5 2-.122€].- 25]| ж 1455 | 1355 | 17 
3400 | 7 | 100.48-93.90 | 11- 1-25 | 1-20 | S,880 | 5,880 | 5'аво | 18 
4000 | 7 * 7 95.5 и-1-25| 10] > 2,800 | 2:800 | 19 
3,000 | 7 | 100.5-93.875 | 11- 1-25 | 1-20 2475 | 2475 | 20 
3400 |7 94 8382 | 8232 | 6,915 | 21 
3220 |? | 100-93.375 200 | 2:520 | 21254 | 22 
$500]? | 3 6,983.5| 6,858.5] 6172.533 
3750 | 7 91 3,89.5| 3,764.5] 2,823.5| 24 
3800 | 7 100,375-94 2,800 | 2,800 | 1.600 | 25 
7,000 | 65 87.5 — | = | — | 26 
3,000 | > 100-93:375 2400 | 2,100 | 2,100 | 27 
10.000 | 6.5 91 5,802 | 5479 | 5479 | 28 
6,500 | 65 | 100-99 4,500 | 4,500 | 4,500 | 29 
6000 | 6 84.5 $300 | 5,100 | 5,100 | 30 
4,800 7 93.5 4,136 4,091 3,927.5| 31 
4,500 7 93 А 3,998.5} 3,998.5] 32 
15.950 | ; 94 22,188 | 21,250 | 13.558 | 33 
3,000 25 97 — 2,10! 2.100 34 
1:000 | 6.5 |100.125-98.625) 1- 1226 | 1-2 | —— | —— | — | s 
4,000 7 93 1-15-26 30 А 3,702 3,702 36 
4,000 6.5 87.375 2— 1-265 20 3,400 3,400 3,400 37 
3,800 \ 7 J003: 8915 1- 1-26 120 А .139.5] 3,134.5 НУ 
1,000 9 ae 
im e d ru бы em 
12,250 4. UE 
6.350 7 { 98 2- 1-26 21 | 19,772 19,772 15,990 1400 
3,750 7 94.75 2- 1-26 21 4,292 4,292 3.219 41 
5,000 6.5 93.5 3- 1-26 20 eee 4.263.5| 4,263.5] 42 
5,000 5.5 99.75 S- 1-26 1 — — 43 
5,250 7 94 4- 1-26 20 — = A 44 
1,750 7 101—93.875 3- 1-26 | 1-20 1,400 1,228 45 
i | 


152 PROFITS FROM GERMAN LOANS 


German Loans Ровілсіу OFFERED 
(In thousands 


No 
Date of 
of | Offering 


61 10-19-26 
62 10-19-26 
63 10-21-26 
64 11- 4-26 


65 11-12-26 
66 11-22-26 
67 12-10-26 
68 12-13-26 
69 12-23-26 


70 3- 7-27 
71 4- -27 


72 6- 6-27 
73 7-11-27 
74 7-11-27 
75 7-27-27 
76 8- 2-27 


77 8-10-27 
78 8-11-27 
79 8-31-27 
80 9- 9-27 


81 9-12-27 
82 9-14-27 
83 10-10-27 


84 10-13-27 
85 10-14-27 
86 10-14-27 
87 10-20-27 
88 11-10-27 
89 1-23-28 
90 2- 2-28 


Borrower Managing Bank 


Mansfeld Mining and Smelting Co; Brown Bros. & Co 
Stettin Public Utilities Co.. F 


5... 
Unived Steel Works Corp.........|Dillon, Read & Co. 


Roman Catholic Church Welfare ^ , 
Institutions in Germany... ... | Howe, Snow & Bertles 
Saxon Public Works. ... [National City Co..... 
Mannheim and Palatinate El. Co.'s|A. G. Becker & Co.... 
State of Bavaria. «escis rne Equitable Trust Co. 
Oberpfalz Electric Power Corp... ..|P. W. Chapman & Se 
State of Prussia............ - «Harris, Forbes & 
Leipzig Overland Power Co.'s... .|W. A. Harriman © ‘Co. 
Siemens Companies.... ..|Dillon, Read & Co.... 
State of Hamburg. -|Kuhn, Loeb © Co..... 
City of Hanover. . Chase Securities Corp. 


German-Atlantic Cable Co. ...... W. A. Harriman & Co. 
Unterelbe Power and Light Co. A. G. Becker & Co.... 
City of Сһетпіса........... . . Chase Securities Corp. 
Protestant Church in Germany 

Welfare Institutions.. ........ Howe, Snow & Bertles 
Berlin Elevated & Underground. .|Speyer & Co..... й 
Saxon State Mortgage Institution.|National City Co..... 
United Industrial Corp ..... ...]Harris, Forbes & Со... 
Berlin City Electric Co. . -|Dillon, Read © Co. 
Hous and Realty Improvement ` 

Каш олы с J. & W. Seligman & Co. 

Bat ‘of East Prussian Landowners|Chase Securities Corp. 


Hamburg Elevated, Nnerkiourd 

and Street Куз. Со.. .|Internat. Accept. Bank 
State of Bavaria. ;|Eauitable Trust Со... 
Hanover State Credit Institute. ..|Blair & Co. M 
Central Bank for Agriculture . [National City Bigs 
nited Steel Works Corp.........|Dillon, Read & Co.. 


and Provincial Banks......... Lee, Higsinson d + Со.. 
Rhine-Westphaha El. P. Corp -|National City С 

United Steel Works Corp... .. Dillon, Read © Co. 
Province of Hanover .... Lee, Higginson & Co.. 
Saxon State Mortgage Institution. [National City Co 


City of Nuremberg... .-.. sss. Equitable Trust Co... 
Deutsche Bank... ............... Dillon, Read & Co.. 
Central Bank of German ‘State 

and Provincial Banks..... 
State of Prussia... 
Central Bank for Agri 
State of Hamburg . 
Cemmerz-und Priva 
North German Lloyd. :|Kuhn, Loeb & Co 
Westphalia United El. Speyer & Co.. 
German Building and Land Bank. |A. б. Becker & Co 


... ее, Higginson & Co. 
.|Harris, Forbes & Co.. 

National City Со 

Internat. Accept. Bank 


Chase Securities Corp 


Toral 
Issue 


| 


eed 


3 
[ 
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AMOUNT OF LOANS 153 


IN THE Unitep States, 1924-31— Continued 


of dollars) 
Approximate 
Е Арат: о 
егт we- utsrandin, 
boo m Dae | of | stand- June 1, 1932 No. 
р y К Loan | ing |. o! 
лей. [adn Price Loan | (in |(fankers® Lom 
ү Years)| Stare- Floated 
ments) | Toral in 
U. S. 
2,500 | 7 93.5 5- 1-26] 15] 2,400 | 2,213 | 1,844 | 46 
4000 | 7 915 4- 1-26] 20 | 2400 | 2325 | 2,3225 | 47 
3000 | 7 92.5 é- 1-26] 30 2400 | 2,400 | 48 
4000 | 6 99.5 é- 1-26) | — | — | — | 49 
27400 | 6.5 96 6- 1-26 | 25 | 27,300 | 26,400 | 24,112 | 50 
2,400 \| 5 98.5 ы 51А 
22001: || S y eize] 20 5147.5] 4,633. |{ S18 
14275 | 6.5 91.5 S- 1-26} 25 | 13,999 | 13,392 | 10,950 | 52 
2475 | 7 96.5 6-1-26| 15 2.760 | 2,461 | 53 
8.050 | 65 92 15 8-1-25| 20 | от: | 9,241 | 7439 | 54 
1350 | 7 915 6-1-26| 20 1033 | 1033 | 55 
14900 | 65 95 9-15-26 | 25 | 20,000 | 207 14,900 | 56 
2425 | 65 92.5 5- 1-26] 20 2.458 | 1,987 | 57 
16.255 | 65 99 9- 1-26] 25 | 23,685 | 22.605 | 15,30 | 58 
104000 | 6 91.75 |10- 1-26] 20 | 10,000 | 10,000 | 10,000 | 59 
2,000 | 55 99:5 10- 1-26 1| — | — | — | o 
4,000 | 7 99.5 4- 1-25] 20 | 3,200 | 3,236.5| 3,236.5] 61 
2,00 | 7 99,25  |10- 1-26| 15 — | — | 6 
21000 | 5.5 99.5 11- 1-26 1] — | — | — | 63 
2,500 | 7 98 10- 1-24 | 20 64 
12,000 | as 945 10- 1-26] 30 | 13.600 65 
3,775 | 65 97 12- 1-26] 20 | 3415 66 
6.000 | 65 97.5 11- 1-26] 15] 5,640 67 
15,900 | 6.5 95 12- 1-26 | 25 | 18,579 68 
1,500 | 7 98 11-15-26 | 20 1,267 | 1,267 | 69 
$550 | 6 99.25 4- 1-27 3| — | — | — | 70 
5.75 100.5 4-19-27 1} — | — | — Jn 
5 99.75 1| — | — | — | 
6 ов 1| — | — | — | 73 
6 95 33 | 26,493 | 25,403 | 16,358 | 74 
65 98.5 20 | 27,795.5| 26.400 | 12,681 | 75 
6 28 25 | 4394 | 4,394 | 3,076 | 76 
6 95.5 25 14,239 „141 10,370 77 
65 97.5 25 | 4,25 | 41225 | 2.873 | 78 
6 95 30 1,000 991.5 991.5| 79 
6 95 20 1,77 1,448 1,738 80 
6 94 25 4,183 4,278 4.278 8L 
6 99.5 5 | 25:000 | 251000 | 16,600 | 82 
6 95 24 | 5,908 5] 8,908.5} &908.5| 83 
6 96.5 25 | 27,608 | 27.608 | 22,547 
6 95.5 33 | 431301 | 42:020 | 36/137. | 85 
5 99.625 1 — — но 
$4 94.5 10 | 20,000 20,000 19,185 87 
6 9 20 | 18,394 18,044 18,044 БЫ 
6 92.75 25 19,723 19,723 19,723 89 
6.5 98.5 20 5.014 5.014 90 
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German Loans Pusticty OFFERED 
(In thousands 
No. +, 
- | Date of : Toral 
ot | Offering Borrower Managing Bank | 12727 
Mansfeld Mining and Seeing: се Brown Bros. & Со. 3,000 
Stettin Public Ut : 3,000 
Miag Mill Machinery » 3,000 
Thyssen Iron and Steel Works ы. а 5,000 
United Steel Works Согр.. -.|Dillon, Read & Co 30,000 
Roman Catholic Church Welfare 1 TT ‚ 3,000 
Institutions i Un Germany. _j[Howe, Snow & Berrles М зоол 
Saxon Public Works. . [National City Со... 15,000 
Mannheim and Palatinate El. Co.'s|A. G. Becker & Co. 3,000 
State of Bavaria... .. - [Equitable Trust Co. 10,000 
Oberpfalz Electric Power Corp.. P. W. Chapman & Co.| 1,250 
Stare of Prussia..........-.. .--|Harris, Forbes & Со...) 20,000 
Leipzig Overland Bower Co.'s W. A. Harriman & са, 3,000 


11- 4-26 


11-12-26 
11-22-26 
12-10-26 
12-13-26 
12-23-26 


3- 7-27 


10-13-27 
10-14-27 
10-14-27 
10-20-27 
11-10-27 

1~23-28 

2- 2-28 


Siemens Companies. 
State of Hamburg. 
City of Hanover, . 


German- Atlantic Cable Co. us 
Unterelhe Power and Light Co 
City of Chemnitz. .... 
Prorestane Church in Germany 
Welfare Institutions. . 
Berlin Elevated & Underground. 
Saxon State Mortgage Institution. 
United Industrial Corp 
Berlin City Electric Co 
Housing and Realty Improvement 
Co., Berlin 
Bank of East Prussian Landowners 


Hamburg Elevated. Underground 
o. 


and Street Rys. 
State of Bavaria. 
Hanover State Cri 
Central Bank for Agriculture 
United Steel Works Corp... «x 
Central Bank of German State 

and Provincial Banks... .. 
Rhine-Westphalia El. P. Corp. 
United Steel Works Corp о. 
Province of Hanover.. 
Saxon State Mortgage Institution. 


City of Nuremberg... 
Deutsche Bank 
Central Bank of German State 
and Provincial Banks. 
State of Prussia d 
Central Bank for Agriculture. - 
State of Hamburg. Ё 
Cemmerz-und Privar- Bank 
North German Lloyd...... 02... 
Westphaha United El. P. Corp.. 
German Building and Land Bank 


-|Dillon, Read & Co. 
< [Chase Securities C. 
qw. 


. Internat. Accept. 
-|Equirable Trust Co... 


.|National City à 
.|Dillen, Read e Ca. 


Loeb & Co. 


Kuhn, 


A Harriman & Co. 
A. G. Becker & Co 


{Chase Securities Corp. 


-|Howe, Snow & рее, 
Speyer & Co Ё 
National City Co..... 
Harris, Forbes & Co... 


`. ошоп, Read & Co.... 


J. & W., Seligman & Co. 
Chase Securities Corp 
Bank 


Blair & Co. В 
Со. 


Lee, Higginson & Со. 
Narional City Co 


.|Dillon, Read & Со... 
.|Lee, Higginson & Co. 


National City Co 
itable Trust Co 


Еа 
Dillon. Read & Co 
ес, Higginson & Co 
ia NA 


, Forbes & Со, 
nal City Co 
Internar. Accept 


[Chase Seeurines Corp 


Kuhn, Lach & Co.. 
Spever & Co E 
А. С. Becker & Co... 


AMOUNT OF LOANS 


IN THE Unirep States, 1924-31— Continued 
of dollars) 


Approximate 


Amount Amount 
Floased | ta Term ut- Outstanding 
аз e Trie Offering Dare E stand- June 1, 1932 
| l о joan | ing 
Шей тет Price Loan | (In |(Bankers’ 
D Lx BE Years)| State- Floated 
ments) | Total in 
U. S 
2,500 1 93.5 S- 1-26 15 2,400 2,213 1,844 
1,000 7 94.5 4- 1-26 20 2,400 2,325 2,325 
3,000 7 92.5 6- 1-26 30 2,400 2,100 
4,000 4 99.5 6- 1-26 5 — — — 
27,400 6.5 96 6- 1-26 25 | 27,300 26,400 24,112 
2,400 | | 985 1 
300017 | 29 | 20 5,147.5] 4,633 
12,278 6.5 91.5 25 | 13,999 13,392 10,959 
21675 | 7 96.5 15 2.160 | 2461 
8,050 6.5 92.25 20 9,511 9,241 7,139 
1280 | 7 97.5 20 1:033 | 1,033 
14,900 | 65 95 25 | 20,000 | 20,000 | 14,900 
2425 | 6.5 92.5 20 2458 | 1,987 
16,255 | 6.5 99 25 | 23,685 | 22605 | 15,310 
10,000 6 91.75 20 | 10,000 10,000 10,000 
2,000 | 5.5 99.5 1| —— — — 
4,000 | 7 99.5 20 | 3,200 | 3,236.5| 3,236.5 
2.500 | 7 99.25 15 — Ll 
2,000 | 5.5 99.5 1| = — — 
2,500 7 98 20 2,190 190 
12,000 6.5 94.5 30 | 13,600 13,484.5| 10,787.5 
3.775 6.5 97 20 3,415 3,381 ,191 
6.000 6.5 97 5 15 5.610 5,640 5,640 
15,900 6.5 98 25 | 18,579 16,957 13,481 
1,500 7 98 20 1,267 1,267 
5,750 99.25 3 = — — 
4,000 5.75 100.5 4-19-27 1 — 
20.000 5 99.75 6-10-27 1 — 
4,000 6 98 7-15-27 4 — 
19,250 6 95 7-15-27 33 | 26,493 
14,410 65 98.5 7- 1-27 20 | 27,795.5 
3,500 6 95 8- 1-27 25 4,394 
11.000 6 95.5 5~ 2-27 25 14,239 
2.873 б.5 97.5 G- 1-26 25 4.225 
1.000 в 95 8- 1-27 30 1.000 
2,000 6 95 9-15-27 20 1.771 
5,000 а 94 8- 1-27 ag 1,183 
16,600 6 99.5 9- 7-17 5 | 25,000 
10,000 6 95 10- 1-22 24 8,908 5 
24.500 6 96.5 10-15-27 25 | 27,608 
13,000 6 95.5 33 | 43.301 
5,000 x 99.625 1 = 
19,185 5.5 94.5 10 | 20,000 
20,000 6 94 20 | 18,3941 
20.000 6 9275 2s 19,723 
5.250 65 98.5 20 
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Date of 
Offering 


2-21-28 


3- 1-28 
3- 7-28 
3-23-28 
3-26-28 


3-30-28 
4- 2-28 
4-12-28 
S- 2-28 
5- 3-28 


5- 8-28 
5-17-28 
5-22-28 
5-22-28! 


6- 7-28) 


5-24-28 
5-28-28 


5-29-28 
6- 1-28 


6- 4-28 
6- 4-28 


6- 5-28 


6-12-28 
6-14-28 
6-20-28 


6-21-28 
9-26-28 
11- 1-28 
11- 8-28 
11-22-25 
12- 4-28 


10-18- -29 
10-24-29 
1-14-30 
2- 3-30 


3-20-30 
4-15-30 
6-12-30 
6-18-30 
7-30-30 


German Loans Puntictv OFFERED 
(In thousands 


Borrower 


Rhine-Ruhr Water Service Union: 
Vesten Electric Rys. Co 


Municipal Gas and Electric Corp. 

of Recklinghausen. 
Nassau Land Bank, . 
Provincial Bank of Westfalia. 
Electric Power Corp 
Central Bank for Agriculture... 
Ruhr Chemical Сотр............ 


Pomerania Electric Co... 
Brown Coal Industrial Corp. . 
City of Frankfore......... 


General Electric Со....... 


Unrerelbe Power and Light Co 
German Savings Banks and 

Clearing Association. .... 
City of Berlin.. 

Central Bank of German 
and Provincial Banks. 
Koholyt Corp 
Brandenburg Electric Power Co 


Hamburg Elevated Underground 
and Street Rys. Со .... 
Leipzig Trade Pair Curg 
Gesfürel.. ... 
Luneburg Power, Lighe & 
Waterworks. .... i 
East Prussian Power Co... 
Rhine-Westphalia El. Р, Corp 
Ilseder Steel Corp 
Ruhr Gas Corp. 
Rudolph Karstadt. 
Dortmund Munic 


Ruhr Housing Corp. ..... 
Province of Hanover... 
Prussian Electric Co. . S 
Unterclhe Power and Light Co 
Harpen Mining Corp..... 
Berlin City Electric Co. 
Hansa Steamship Line 
City of Hanover. 
United Industrial Corp 
Siemens & Halske Co. 


Rhine-Westphalia ЕІ, P. Corp 
Berlin City Electric Co. . 

German Republic........ 
Central German Power Co. .. 
Saxon Public Warks,.,.-....... 


T Blair & Co 


| JE. H. Rollins & Sons. . 
| Halsey, Stuart & Co... 
‘Interac. Accept. Bank 

Насев, Forbes & Со... 
‘|National City Co. 


Managing Bank 


H. Rollins & Sons. 
Поп, Read & Co... 


Dillon, Read & Co... 


,|Harris. Forbes & Co. 
. [Lee. Higginson & Co 
ЈЕ. Н. 


. [National City Co... |. 


Rollins & Sons 


A. G. Becker & Co. 


.|Harris, Forbes & Co... 
.|Brawn Bros. & Со... 


[Lee 


Higginson & Co. 
Becker & Co. 


А. б. 


А È Н. Rollins & Sons.. 


.|Brown Bros. & Co.... 
.JBrokaw & Co. 


Harris, Forbes & Co.. 


. .|Botter & Co... 
.|Harris, Forbes & Co., 


National City Co. 


1. [National City Co 
;[Dillon, Read & Co. 


Dillon, Read & Co... 
Field, Glore & Co.... 


Dillon, Read & Co. 
Lee, Higginson & Co 
arris, Forbes & Co. 
G. Becker & Co 
КА City Co 
Dillon, Read & Co 
Guaranty Co. of N. Ү 
Brown Bros. & ма 
Harris, Forbes & Co.. 
Dillon, Read & Co 


Rational City Со. 
Dillon, Read & Co 
J. Р, Morgan & Co. 
A. G. Becker & Co 
National City Co 


eld, Glore & Co..... 


AMOUNT OF LOANS 


IN THE Unrrep Stares, 1924-31—Continued 


of dollars) 
Amount 
Floated | In- Dare D i. 
in ter- Offering el Den іб, 
United | est Price L a n B. É , 
States | Rate joan (In. \(Bankers 
ears)| State- 
ments) 
7,500 | 6 93 
1,780 | 7 98 
7,640 6 97 
6,000 6 92.5 
1,500 7 98 
3,000 6.5 97.5 
3,000 6 97.75 
5,000 6.5 99.5 
21,250 6 95.5 
2,464 6 92.25 
3,500 6 92.5 
2,000 6.5 93.5 
6,250 6.5 99.5 
10,000 | 6 J 94.5 
5,000 / l 95 
4,250 6 93 
17,500 | 6 94.5 6- 1-28 19 | 15,850 
15,000 6 95 6-15-28 30 . 
21,000 6.5 97.5 6- 1-28 30 | 22,159 
4,000 6.5 97.5 3-31-28 15 
5,000 6 93.5 S- 1-28 25 
6,500 5.5 925 10 
2,000 7 98.5 25 
5,000 6 100 25 4,700 
1,100 7 98 20 » 
3500 | 6 91 25 | 3,426 
12,500 6 91 25 | 19,354 
9.000 6 92 20 9,309 
8,864 65 94 25 | 12,000 
13,535 6 98 15 | 14,341 
3,000 6.5 91.5 20 . 
3,750 6.5 92 30 4,544 
3,725 6.5 94.5 20 4.000 
4,000 | 6 91 25 3,915 
600 б 99 2 
3,6604 | 6 90 20 9,250 
9,577 65 93.5 30 | 14,741 
5.000 | 6 93 10 5,000 
3,500 ? 98 10 
5,000 7 99.375 РА — 
10,260 6 93.3 1-15-30 | 1,000 | 14,000 
14,850 6 93 4- 1-30 25 | 19,636 
11,302 6 90.5 4- 1-30 25 | 15,000 
98,250 5.5 90 6- 1-30 3S | 95,670.5 
2,430 6 98.25 6- 1-30 a . 
10,000 5 97.5 7-15-30 2 | 10,000 


Approximate 
mount 

Outstanding 
June 1, 1932 


15,233 | 15,233 
14,296 | 14,296 
22,133 | 18,591.5 
3,384 | 3,384 
4,606 | 4,606 
7,217.5| 5,864 
1,862 | 1,862 
4,600 | 4,600 
982 982 
3,349 | 3,349 
19,235 | 12,022 
9,309 | 8,378 
12,000 | 8,864 
13,792 | 12:445 
2,710 | 2,710 
4,452 | 3,629 
4,000 3,725 
3,915 | 3,918 
8,975 | 3,288.5 
14,455 9,229 
5,000 | 5.000 
3,397 3,397 
14,000 | 10,260 
19471 | 14,457 
14,535 | 10,952 
94,678.5| 94.678.5 
4,000 | 2,430 
10.000 | 10,000 
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Column 11. The data represent the total amount outstand- 
ing as stated by the banks to the Finance Committee.'* Wher- 
ever there were conflicting statements we have accepted the 
figure of the managing bank. All data apparently refer to 1931, 
most of them to December but quite a few to earlier months. A 
dash (—) indicates that the loan has matured. The following 
loans were redeemed prematurely : 


(2) June 15, 1927 instead of Dec. 15, 1929 
(3) July 1, 1927 instead of Jan. 1, 1930 
(SA) Jan, 1, 1927 instead of Jan. 1, 1928 
(15) Apr. 1, 1929 instead of Oct. 1, 1930 
(26) June 1!, 1928 instead of Dec. 1, 1950 
(34) Apr. 1, 1929 instead of Apr. 1, 1946 
(62) Oct. 1, 1928 instead of Oct. 1, 1941 


Column 12. 'The figures represent the approximate total 
amount outstanding on June 1, 1932. We started by ascertain- 
ing on the basis of the amortization schedule '* to what date 
the statement submitted by the bank may have referred and 
computed the additional amortization up to June 1, 1932. In 
all cases where the bank submitted no statement, we resorted 
for the entire period to the amortization schedule. It goes 
without saying that the results could not possibly be exact for 
each loan. [n some cases there may have been voluntary amorti- 
zation in addition to compulsory amortization. In some cases 
where the entire amount paid into the sinking fund is to be ap- 
plied to the purchase of bonds, if obtainable at or below par, 
or if not so obtainable, to the redemption by call of bonds at 
par, the amount outstanding was likely to be smaller than ap- 
peared from our computations, since especially during the last 
years bonds could be purchased much below par. In some 
cases, on the other hand, where the sinking fund is applied only 
to the purchase of a certain number of bonds and only in so 
far as bonds are obtainable at or below par, the amount out- 
standing was presumably larger than our computation indicated. 
Some of our figures were kindly corrected by the banks to which 


? We have included statements for two loans (9 and 94) referring 
to the time of the Hearings, kindly furnished by Bancamerica-Blair 
Corporation. 

% See American Loans to Germany, pp. 181-239; Deutsche Anleihen 
im Ausland 1924-1928, pp. 98-118, 176-95. 
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we submitted them,'? and we feel confident that, with perhaps 
a few exceptions, the entries in column 12 are 99 or 100 per cent 
accurate. 

Column 18. The figures represent the approximate amount 
floated in the United States and still outstanding on June 1, 
1932. They have been computed from columns 5, 6, and 12. 
In the case of serial bonds, we have, as a rule, assumed that the 
foreign banks issued an equal share of each series; but in the 
case of the 1925 Frankfort loan (25) where we happen to 
know that only the six series maturing in 1935-40 have been 
sold in Europe, we have taken this fact into consideration. 


> The checks made by J. P. Morgan & Co. refer to the status of 
April 1, 1932; those made by The National City Co. and Guaranty 
Co. of New York are as of May 23, 1932. 


APPENDIX B 
BANKERS’ COMMISSIONS 


The table in Appendix A gives the price of offering for all 
the 135 loans. In the tables submitted to the Finance Com- 
mittee the banks in most cases also stated or indicated the pur- 
chase price paid by the managing bank and often the purchase 
prices paid by the various groups (originating, intermediate, 
banking, and selling). 

(1) J. Р. Morgan & Co., The National City Co., Kuhn, 
Loeb & Co., Dillon, Read & Co., Guaranty Co. of New York, 
Hallgarten & Co., and Lee, Higginson & Со, stated for each 
of the 55 loans which they had managed the purchase price 
paid by the managing bank, by the originating group, by the 
intermediate group, by the banking group, and by the selling 
group; the offering price; and the total spread (difference be- 
tween offering price and original purchase price).? 

(2) The National City Со., Kuhn, Loeb & Co., Guaranty 
Co. of New York, and Lee, Higginson & Co. gave similar data 
also for each loan where, without being managers, they had an 
interest; è but these data were not always complete where the 
banks were not in the originating group.' 


* This price, if different from the price of the managing bank, was 
stated by J. P. Morgan & Co. only. 

* The terminology used by the different banks varied a great deal. 
The same is true of the form in which they presented the data. 

? Lee, Higginson & Co. only where they “had an interest of $50,000 
and over." 

‘There is, moreover, a certain ambiguity as to the meaning of the 
figures. All four banks gave as “price paid” or "cost price" in the 
case of the loans to the German government (1 and 133) the price 
paid by the managing bank, not the price paid by themselves as 
members of the originating group. Guaranty Co. of New York gave 
as “cost price" in the other three cases where they were members of 
the originating group either the price paid by themselves or the price 
paid by the managing bank. In the 20 cases where they were members 
of the banking and the selling group or of the selling group only, they 
gave as "cost price" the price paid by themselves as members of the 
banking group or the selling group. Lee, Higginson & Co. gave as 
“cost of purchase group ” in the 18 cases where they were members of 
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(3) Chase Securities Corporation, Equitable Trust Co., 
Harris, Forbes & Co., Speyer & Co., J. & W. Seligman & Co., 
and F. J. Lisman & Co. stated for 37 of the 38 loans which 
they had managed the purchase price paid by them, the offering 
price, and the total spread.® 

(4) J. & W. Seligman & Co. also stated the purchase price 
paid by them and the spread between this price and the offering 
price for each loan where, without being managers, they were 
members of the originating group. 

Unfortunately the statements of the various banks are often 
conflicting and not always clear. We shall discuss here four 
such cases: * 


Loans 1 and 188. The data submitted by the banks disclose 
the following variations: 


Statement of J. P. Morgan & Co. 


Loan 1 Loan 133 
Managing commission .................. 4 per cent 4 per cent 
Original group commission. B. o o in c ed 
Intermediate group commission. zd | uH dede o 
Distributing syndicate commission....... ‚ ЖЕ. e gy s 


Statement of Kuhn, Loch & Со. 


To ]. P. Margan & Co. iier ee | per cent 0 per cent 
Originating group's margin............. doe cw I oe SS 
Offering group's margin А 
Distributing syndicate's margin... 
Distributors' commission 


4 
"m Wwe « 

i 

i 


the originating group either the price paid by themselves or the price 
paid by the managing bank. In one of the three cases where they were 
not members of the originating group (7) they gave as "cost of 
purchase group" the price paid by the managing bank; in two cases 
($1 and 131) they made no entry. Guaranty Co. did not record the 
spread for the originating group or the hanking group in case they did 
not participate in those groups, while Lee, Higginson & Co. in most 
cases also recorded the spread for those groups in which they had na 
interest. 

? Harris, Forbes & Co. did not include the 1930 loan to the United 
Industrial Corporation (129). Mr. James Speyer, in his testimony. 
stated for one loan managed by Speyer & Co. (26) the spread for the 
intermediary groups. See 72 Cong. 1 sess. Sale of Foreign Bonds or 
Securities in the United States, Hearings on S. res. 19 before the Com- 
mittee on Finance, pp. 629-30. 

*XVe do not mention those loans where misstatements of a single 
hank cauld be clarified by interviews with the various banks concerned. 


160 PROFITS FROM GERMAN LOANS 


Statement of The National City Co. 


Original terms spread...... . 4 per cent 1 per cent 
Intermediate group spread sp 469 pow Sm 
Banking group spread ... КОЕ. Wo 4 фе OW 
Selling group ѕргезаӣ.................... и * ipu ot 


Statement of Guaranty Co. of Nex York and Lee, Higginson & Co. 


Original terms ѕргеаа.................- 1 per cent 1 per cent 
Banking group spread........... TE nr Ж 
Selling group ѕргеад.................... ен 2| '" 

We have accepted the following subdivision: 
Managing commission .................. 1 per cent 3 per cent 
Originating group commission............ он н j € & 
Banking group соттіѕѕіоп.............. p ou ce 1 
Selling group commission...........-.... з = ^ 21 


Loans 11, 74, 85, and 99. According to the “ original terms 
letter " for Loan 11, reprinted in the Hearings, pages 177-78, 
The National City Co. retained “ а management and origina- 
tion fee of 4 per cent.” The Hearings do not contain such clear 
evidence for the three other loans granted to the same bor- 
rower, but The National City Co. confirmed our assumption 
that a managing commission of 3 per cent was retained for each 
of the four loans. 

Loans 404, 40B, and 106. Harris, Forbes & Co., as manag- 
ing bank, gave the following data: 


Purchase Offering Gross 
Loan Price Price Spread 
HOA urit 89.4167 94.75 5.33 
SOB анна 93.125 90 5.875 
106: ан 91.$ 94.5 3 


In the case of 106, they stated that the purchase group (Lee, 
Higginson & Co., Guaranty Co. of New York, E. H. Rollins 
& Sons, and Equitable Trust Co.) participated “at 0.125 
step-up." 
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Lee, Higginson & Со, and Guaranty Co. of New York gave 
the following data: 
Lec, Higginson & Co. 


Original Banking Selling 
Cost Offering Total Terms Group Group 


Loan Price Price Spread Spread Spread Spread 
40A 89.5 94.75 5.25 2.25 ==. 3 
408 93.5 93 4.875 2.375 — 2.5 
106 91.5 94.5 3 0.5 0.5 2 


Guaranty Со. of New York 


40A 90.25 94.75 T 1.5 — 3 
408 93.375 98 TM 2.125 == 2.5 
106 91.5 94.5 ue 0.5 0.5 2 


‘The confusion is especially great for 40B: of the figures 
given by Harris, Forbes & Co. two at least were wrong: of the 
figures given by Lee, Higginson & Co. one at least was wrong. 
On the basis of the information kindly furnished us by Chase 
Harris Forbes Corporation and Lee, Higginson & Co. we have 
accepted the following figures for the three loans: 


Purchase Price Commissions of 
Loan Г ——|ORering|. Total 
Manag- | Ori Price | Spread | Manay-| Origi- | Bank- | Sell- 
ing | nating ing | nating | ing ing 
Bank | Group Bank | Group | Group | Group 
AOA 89.4167| 90 25 94.75 5.3333 | 0 8333 1.5 — 3 
40H | 93 125 | 93.5 98 4.875 [0375 | 2 — 2.5 
106 91.5 91.625 94 5 3 0.125 0 375 05 2 


Loan 58. The 64 per cent bonds of the Siemens Companies 
(Siemens & Halske and Siemens-Schuckertwerke) werc offered 
at 99 in the form of 50 per cent paid allotment certificates. 
Dillon, Read & Co., as managing bank, submitted the following 
data to the Finance Committee: 


Purchase price.. . -43.50 

Syndicate ргісе......... 37.00 

Retail offering price....47.50 
We were advised by Dillon, Read & Co. that for each of the 
50 per cent allotment certificates the purchase price was 43.5, 
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the syndicate price +7.5, and the retail offering price +9.5. In 
our table we have therefore entered as purchase prices: 87 for 
the managing bank, 95 for the banking group, and 99 for the 
selling group. 


Some issuing houses kindly gave us additional information. 
We mention in particular: Chase Harris Forbes Corporation 
supplied the purchase price paid by the selling group for most of 
the loans in which Chase Securities Corporation, Equitable Trust 
Co., or Harris, Forbes & Co. had a participation in the origina- 
tion and/or management. Brown Brothers Harriman & Co. 
gave us the purchase price paid by each group for each loan which 
Brown Bros. & Co. or W. A. Harriman & Co, had originated 
and/or managed. Bancamerica-Blair Corporation gave us the 
purchase price paid by each group for each loan which Blair & 
Co. had managed or negotiated. 

The table at the end of this Appendix shows the total spread 
for 103 loans according to the statements submitted by the banks 
to the Finance Committee or kindly furnished to us, and for nine 
loans where we have supplemented the total spread from other 
sources.” The table shows further the spread for the inter- 
mediary groups (originating, banking, selling) in each case 
where such data were given by the banks. Among the 23 loans 
for which we do not know the total spread there are two (2 and 
34) for which we know the spread between the price paid by 
the originating group and the offering price.* 

Finally, we give in our table the proceeds to the borrower for 
20, loans for which we were able to ascertain the figures. Our 
sources in all cases were the balance sheets of the borrowing 
corporations." 


* For Loans 51, 61, and 64 from loan agreements or trust deed; for 
Loan 16 from Arthur Heichen, Deutschlands Zahlungsbilanz, pp. 14-15; 
for Loan 42 from Schweizerischer Bankverein, Monatsberichte, 1926, 
p. 75; for Loans 19 and 95 from the balance sheets of the corporations; 
for Loan 90 from Berliner Tageblatt, Feb. 29, 1928; for Loan 103 from 
Bruno Asch, “ Die Kommunalen Auslandsanleihen," Wirtschaftsdienst, 
Vol. XIII, р. 1093. 

* From statements of J. & W. Seligman & Co. 

? We have in addition some—not quite conclusive—information on 
the proceeds to the borrower for a few more loans: 

Loan 11. The German Central Bank far Agriculture in its annual 
report for 1925 states that it received 88 per cent, out of which 0.5 
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Qur table needs only a few further explanations: 

Purchase price of managing bank and of originating group. 
For all loans where we know the amount of the managing com- 
mission, the purchase prices entered in the two columns differ 
from each other. For all loans where we do not know whether a 
managing commission has been taken, we have entered four 
points (....) in the column “ originating group.” For all loans 
where we know that the managing bank took no managing com- 
mission and that all members of the originating group paid the 
same purchase price, we have entered this price in the center of 
the two columns. Wherever, according to our knowledge, the 
managing bank has not organized an originating group, we 
have entered a dash (—) in the column “ originating group.” 

In two cases (18 and 116) an intermediate group was or- 
ganized. It purchased the bonds at 90.25 and 91 respectively. 

Offering price. In the case of serial loans, we have entered 
the average offering price. The actual offering prices have been 
shown in the table in Appendix A. 

Total spread. In the two cases where we know only the 
spread between the price paid by the originating group and the 
offering price, we have entered that spread, indicating by a plus 
sign that the total spread may be higher. In seven cases where 
we do not know the purchase price paid by the managing bank 
but know the proceeds to the borrower, we have entered the 
difference between the offering price and the proceeds, indicat- 
ing by a minus sign that the total spread is smaller. 


per cent was paid for the security stamp and 0.4 per cent for not re- 
current expenses. This would indicate that the proceeds were 87.1. But 
in its annual report for 1926 the bank speaks of “© almost 14 per cent 
discount,” which would reduce the proceeds to about 86 per cent. 
Loan 31. The Saxon State Mortgage Institution, in its annual report 
for 1926, indicates that the proceeds were about 87.25 per cent. 
Loans 75 and 78. According to the balance sheets of the corporation, 
the combined proceeds from those two loans were 92.82 per cent. 
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Purchase Price of Commissions of 

m MOF Man- In- 

o. ceeds tine | aging | terme- Р 

оѓ Borrower to | Manag-| Origi- | Rank- | Sell. | Offering | Bank | diae | Sen- | feral 
Loan Bor- ing nating ing ing чє and and ing РЕЯ 

rower Bank Group | Group | Group Origi- | Bank- | Group 
nating ing 
= i “| i Group | Group 

1 | German Republic. - EZ 87.28 | 87.75 | но 92 075 |1.25 |3 5 

2 | Fried. Krupp, Led. 95:125 97.25 | 99.25 2 4.1254 
3 | Thyssen Iron and Steel Works. 93.25 | —— 1055 |955 | ояз 1.25 | 1 3 5.28 
EA General Electric Co. 88.71 — 49.75 | 90.75 | 93 75 1.04 1 3 5.04 

x n 95 96 96.5 99 T 0.5 1.8 4 

$8)| Siemens Companies. 91 9) 91 96 5 1 1 qs 5.5 

6 | Saxon Public Works.. 36.5 |> ax RO 92 188, Je 3 85 
ТЫ) Electric Power Corp. 125 qe om EN [ат d d З 15 

8 8I 6 RO nde 5.4 

9 81.5 —— |а 87.5 25 | Se. |575 6 

10 ee 88.25 [-— 96.1125 | 1 ; 7.8625 
i. Central Bank for Agriculture... 88 88.125 | 89 90 93 Я 1 1 3 5 

12 BO 90.5 921.5 94.75 1.5 1 3.25 5.75 
1:8] Statc of Bremen 90 -— | 92.95 | 95.75 |2525 | — |15 5:75 
13 | Stare of Bavaria вю 1. 92:95625| `. 3.95625 
14 Rhine- Main-Danuhe Corns 89.5 92 94 96 $.5 1 3 6.5 

15 Rudolph Karstadt, " на hi 93 94 97 5 1 3 9 

16 | City of Duesseldorf. Яй 5 ‚|96 ов й h н 7 56 
17 | City of Heidelberg, . 90 "ara : 2 : 8.5 

18 | Wurttemberg Municipaliti ins 89 92.4 |оз14 |обїз | 128 |3115 | 2775 | 7.15 
19 | Hamburg Electric Co... 87.81 | 80 125 | ce [06 2 3 6.315 
21 | Rhine-Westphalia El. P. Corp. 89.0117) — | 90 91.5 | 91 Q.o533| 1.5 | 2.8 4.9583 
22 | Municipal Bank of Hessen ss | —— [91.941] 92:44] 95.93. | 3.434 |05 |3140 | таз 
238)| Gond Hope Steel and Iron Works... 83 Ba уноса Пор aoe > ile dos" EAE 
24 City of Dresden s 8R.25 à 94 5.75 
25 [Ge of Frankfort. 90 96.75 675 
26 tphalia United El. P. "Carp. al 33.5 | 85 87.5 5 15 2:8 6.5 
27 vof sburg 89.5 — " | 95.95 6 15 
28 | General Electric Co.. RRS |— | 90 915 19 187 iA ee БЕ 
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Hamburg American Linc. 
United Industrial Corp.. D esso 
Saxon State Mortgage Institution 895 
Rheinelbe U) D . 

Leonhard Tietz 
Sachsen-Anhalt Electric Co, 
Consolidated Hydro-Electric Works of 

Upper Wurttemberg... . 
Silesia Electric Corp. 


Berlin City Electric Со... 


German Savings Hanks and Clearing 
Assaciatian, an agg otras 
City of Leipag...... $ 
atholic Church in Bavaria. * 
Шѕедег Steel Corp., Й 85,48 
Mansfeld Mining and Smelting Co.. 
Sterein Public U Го. 
Miag Mill Machinery 
Thyssen Iron and Steel Works. 
United Steel Works Corp. 


Roman Catholic Church Welfare NE 


86.15 
79.43 


Institutions in Germany. Sortes] cat 
Saxon Public Works... . ppl sus d: 86.11 


State of Bavaria . 
Oberpfalz. Electric Power Corp. 
State of Prussia ... di 
Leipzig Overland Power Co.'s. . 
Siemens Companies ; 
State af Hamburg. . 
City of Hanover.. ..... 
German-Atlaniie Cable Co... ‘i pis ` 
Unrerelbe Power and Lighe б i RG. 66 
City af Chemnitz, ааа аа 
Protestant Chure Germany 

Welfare Institutions. 
Berlin Elevated & Underground б 
Saxon State Mortgage Institution 
United Industrial Corp...... ... 
Berlin Ciry Electric Co. 
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Bankers’ Commissions oN German Loans—Continued 


Purchase Price of 


Commissions of. 


N Man- In- ё 
o, А agin terme- | Sell- 2 
of Borrower Bank- | Sell- Offering Tank diate ing icra 
Loan Bor- | ing | nating | ing ing ne. and | and |Group| ?P'r*? 
rower Bank Group | Group | Group Origi- | Rank- 
nating ing 
Group | Group 
69 Housing and Realty Improvement Co., 
Berlin... a ORO DERE ES 89.5 | 98 А " 85 
70 Rank of East Prussian Landowners... .. 95 75 97.25 | 97.75 | 99.25 155. 0.5 128; aS: 
72 | State of Bavarian. oe... cece ee aas |... н 94.9664 si diss . | сана 
73 Hanover State Credir Institute 96 —— _| 965 | 98 0.5 — 1.5 2 
74 Central Bank for Agriculture, . 92 92.125 | 92.75 | 93.25 | 95 0.75 0.5 1:25 3 
75 United Steel Works Corp. А 94 Р 95 5 96 98 5 1.5 0.5 275 1.5 
16 Central Bank of German State and. 
Provincial Banks..........----. 91.5 — 92 93 95 0.5 1 2 35 
77 Rhine-Westphalia El. l'. Corp., 92 D 93 93.5 |955 1 0.5 2 3.5 
78 United Steel Works Corp... 94 95 95.5 | 97.5 1 0.5 2 3.5 
79 Province of Hanover 91 375 | —~ — — 95 3.625 | —— — 3.625 
80 Saxon State Mortgage Institution. . 9t — — | 93 95 2 —— 2 4 
8I City of Nuremberg B аала; 5 90.5 — 91 91.5 94 0.5 0.5 2.5 3.4, 
82 Deutsche Bank. aisinn nner anpe 96.9375 9725 98 99.5 0.5625| 0.5 1.8 2 5625 
83 Central Bank of German State and г 
Provincial Banks. 92 == 92.5 93 95 0.5 0.5 2 3 
84 Stare of Prussia.. 93.5 а t 94.5 96 5 А . 2 3 
85 Central Dank foi Agriculture. 92.5 92.625 | 93.25 | 93 75 | 95.5 0.75 0.5 1.75 3 
86 State of Hamburg,.......0....-..---. 99 4875 — — 99.6305 | 0.152 | =. — 0.152 
87 Commerz-und Privat- Bank. е їй? Я 92.5 94.5 è Я 2 3 
ВА North German Lloyd. 90 91.5 92.25 | 94 1.5 0 75 1.75 4 
89 Westphalia United Е P Corp. RB ee 90.25 | 92.75 2 i 2.5 4.75 
o German Building and Land Ban 93.75 | " 98 5 ves 4.75 
92 Vesten Electric Rvs. Co.. 901.84 kx 98 zt " 6.16— 
93 Gelsenkirchen Mining Corp.. RA И 93 і 93.75 | 94.5 97 0.75 0.75 2.5 4 
94 Bank of Silesian Landawners, ,........ БЫ 89.5 90.5 92.5 1.5 1 2 4.5 
95 Municipal Gas and Electric Corp. of 
Recklinghausen. 91 | 98 Š è 
98 Electric Power Corp 95.5 —- — 96 99.5 0:5 Ls ju 
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Central Bank for Agriculture 92,75 92.875 | 93.25 | 94 95.5 0.5 0.75 1.5 
Ruhr Chemical Corp.. 87.25 89.25 | 89.75 | 92 25 2 0.5 2.8 
Pomerania Electric Co. 88 = 89 92.5 1 
Brown Coal Indus: 90 — 91 — 93.5 1 — 2:5 
City of Frankfort 96.5 99.5 Я 
General Electric Со,.......... SED ШЫ Р е ea 
Unterelbe Power and Light Csi ©з» Б 93 
German Savings Banks & Clearing Ая 91 91.625 | 92 92 5 94.5 0.5 0.5 2 
Суга ВЕ Ае Ӯ 92 93 25 | 93.75 | 95 0.75 05 1.25 
Central Bank of German Stare and 

Provincial Banks. ....... aac wid eer 94.5 95 95.5 97.5 0.5 2 
Коћһојус Corp... ie nnn (К.Ж Ша — 97.5 Š 
Hamburg Elevated Underground and 

Street Rys. Со........ 89.28 90 90.5 92 5 0.72 0.5 a 
Leipzig Trade Fair Corp. Я 2 98.5 
Gerfürel. слава N . 96 — 99 100 1 
Luneburg Pow ght & Waterworks: ‚| 86.15 |.... US 5 í 98 
East Prussian Power Co., — 88 TAM a 89 91 1 
Rhine- Westphalia El. P. С enn 90.4858 91.25 | 92 91 0.542 2 
Iiseder Steel Corp. ......- ГЕ 89.75 | 92 0.64 2.25 
Ruhr Сах Corp.. 58.98 | 90 —— 91 94 1 3 
Rudolph Karstadt oee 93.08 93.75 | 95 98 0.67 3 
Ruhr Housing Corp. 89 E AES — 92 3 — 
l'rovince of Hanover. 91 91.5 92 94 5 05 n 2.5 
Pru n Electric Co.. 98.5 91 . 
Harpen Mining Corp. 85 — 86 5 87 5 90 1.5 1 2.3 
Rerlin City Electric С 90 90.5 |91 93 5 0.5 0.5 2.5 
Hansa Steamship БЫ — 90 91 93 2 1 2 
City of Hanover H 94 — |95.5 | 98 1.5 —.|3.5 
United Industrial Corp. 99.25 — — 99.375 0.125 | —- — 
Siemens & Halske Co.. ` 88.25 88.75 | 90 3 93.3 0.5 1.85 3 
Rhine-Westphalia El, P. Corp: 89.5 — 90.25 | 9! 93 0.75 | 0.75 2 
Werlin City Elec Co... 86.7 88 88.5 90 5 1.25 0.5 2 
German Republic. . 86 86.2 87 87.5 90 1 0.5 1.5 
$ахоп Public Wor! 95 95 75 | 90.25 | 97.5 0.75 0.5 1.25 
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APPENDIX C 
DISTRIBUTION, EXPENSES, AND PROFITS 
Т. PARTICIPATION IN DISTRIBUTION OF LOANS 


As shown in Chapter IV, several groups, as a rule, participate 
in the distribution of a loan. The bank which purchases the 
loan usually organizes an originating group, a banking group, 
and a selling group, occasionally also an intermediate group 
between the originating group and the banking group. The 
managing bank as well as any other bank connected with the 
distribution of the bonds may be a member of each of the 
groups. 

The banks in their tabular statements to the Finance Com- 
mittee submitted many facts regarding their participation in 
the distribution of the loans: 

(1) The National City Co., Guaranty Co. of New York, 
and Lee, Higginson & Co. stated the amount of their " partici- 
pation " on "original terms," ' in the “intermediate group,” 
in the “ banking group," and in the “selling group," for each 
loan where they headed the syndicate as well as for each loan 
where the syndicate was ' managed by others " but where they 
had an “interest.” ? 

(2) Chase Securities Corporation, Equitable Trust Co., and 
Harris, Forbes & Co. stated the percentage “ interest in original 
group" for each member of the originating group and the 
amount in dollars of their own participation in the “ original 
group," for each loan where they reported “а participation in 
‘the origination and/or management." They further stated 
their percentage “ participation in original purchase " or their 
percentage “ participation in purchase group," or their per- 
centage “ participation in banking group," for each case where 
they had “taken major participations in issues originated or 


1 Called “purchase group" by Lee, Higginson & Co. 
% Lee, Higginson & Co. only where they “had an interest of $50,000 
and over." 


168 


и: =: 


DISTRIBUTION, EXPENSES, AND PROFITS 169 


managed by others,” adding in cach case the amount of their 
participation in dollars. 

(3) Brown Bros. & Co. and W. A. Harriman & Co. stated 
their “ participation © for each loan which they had either 
“ originated and/or managed," or where they had “ origination 
participation with others," or where they had “ participation 
with others, not original terms but appearing in advertisement." 

(4) Hallgarten & Co. stated their “ participation” in the 
originating group of the loan which they had managed. 

The statements of groups (1) and (4) are perfectly clear. 
"The statements of groups (2) and (3) are not so conclusive: 

Chase Securities Corporation, Equitable Trust Co., and 
Harris, Forbes & Co. distinguish between participation in (a) 
original purchase, (b) purchase group, (c) banking group. 
Participation in original purchase, with one exception (24), 
means participation in originating group. Participation in pur- 
chase group, with three exceptions (68, 126, and 132) likewise 
means participation in originating group.’ 


“A peculiar situation is created by the fact that Harris, Forbes X 
Co. and the Harris Trust & Savings Bank of Chicago had an arrange- 
ment by which they offered each other participation in the distribution 
of investment securities. According to the testimony of Mr. E. C. 
Granhery, vice-chairman of the Board of Directors of Chase Harris 
Forbes Corporation, Harris, Forbes & Co. thus purchased the entire 
$3,500,000 loan of the Pomerania Electric Co. (101) but ceded one- 
third of the bonds at cost to the Harris Trust & Savings Bank. (Sec 
72 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 before the Committee on Finance, p. 522.) 
Harris, Forbes & Co. in this case stated as their participation 100 per 
cent or $3,500,000, and they also included the share of Harris Trust & 
Savings Bank in their own participation for all the other loans which 
they had managed. But in the case of the threc loans to the State of 
Bavaria (13, 54, and 72), for which the Equitable Trust Co., as 
managing bank, gave as "interest in original group" of Harris, 
Forbes & Co. 50 per cent, this firm stated as their participation 334 
per cent and advised us that they had done so because they had ceded 
one-third of their share to Harris Trust & Savings Bank. We have 
entered in our table 50 per cent as the participation of Harris, Forbes 
& Co. for these three loans, and 100 per cent for the loan of the 
Pomerania Electric Co., thus including in each case the share of 
Harris Trust & Savings Bank. But Harris, Forbes & Co., for some 
loans which they have not managed, doubtless excluded in their 
statements the share of Harris Trust & Savings Bank which then does 
not appear in our tahle. 
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The "participation " of Brown Bros. & Co. and W. A. 
Harriman & Co. means participation in the originating group 
for all loans which they had “ originated and/or managed,” 
and also for most loans where they had “ origination participa- 
tion with others "; but it means participation in the banking 
or the selling group or in both groups for some loans where 
they had “ origination participation with others” (7 and 98) 
and for all loans where they had “ participation with others, 
not original terms but appearing in advertisement." Brown 
Brothers Harriman & Co. kindly furnished us additional in- 
formation on the participation of Brown Bros. & Co. and of 
W. A. Harriman & Co. 

Bancamerica-Blair Corporation also kindly supplied data on 
the participation of Blair & Co. in the originating group. 


The table at the end of this Appendix gives under (a) the 
pertinent data on participation for 92 loans. A few explanatory 
remarks will facilitate the study of these entries: 

Banks. (1) indicates the managing bank; (2) indicates an 
originating bank which was not the managing bank; (3) in- 
dicates a bank which only functioned in the banking or selling 
group. We have omitted the European banks whose participa- 
tion, if there was any, has been given by Chase Securities Cor- 
poration and Harris, Forbes & Co. for the loans where they 
“had a participation in the origination and/or management.” + 

Originating participation. Wherever we knew from other 
sources that the managing bank did not organize a special 


“The participation of European banks in the originating group was 
stated as fallows: 


Loan 30. Reichs-Kredit-Gesellschaft, $1,200,000 

Loan 56. Mendelssohn & Co. (Amsterdam), $4,000,000 

Loan 60. Darmstadter Hank (Hanover), $500,000 

Loan 63. Darmstadter Bank (Berlin), $300,000 

Loan 70. Deutsche Bank (Berlin), $252,000 

Laan 84. Mendelssohn & Co. (Amsterdam), $4,214,000; ceded to 
Reichs-K redit-Gesellschaft, $500,000 

Loan 113. $250,000 each ceded to Disconto-Gesellschaft (Berlin), 
Dresdner Bank (Berlin), Crédit Suisse (Zurich), Harris 
Forbes (London) 

Loan 123. Mendelssohn & Co. (Berlin), $571,429 
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originating group we have entered as its participation in the 
originating group the total amount of the issue. 

Harris, Forbes & Co. gave the participation of the various 
members of the originating group in percentages which in some 
cases do not yield round dollar amounts. We have derived the 
dollar amounts from the percentages, but wherever a bank 
interested in the loan stated the amounts in round figures 


(corresponding to the bonds they purchased) we have entered 
these amounts. 


The entries for a few specific loans need some explanation: 

Loans 1 and 188. J. P. Morgan & Co. did not show their 
participation apart from management; but since they stated the 
" original group commission " in percentages and their “ gross 
profit" in the “original group” in dollars, we could easily 
compute their participation in the originating group. 'The 
National City Co. stated as their participation: $10,000,000 
and $9,000,000 in the intermediate group, $7,500,000 and 
$6,000,000 in the banking group, and $8,000,000 and $6,000,000 
in the selling group. We have entered $10,000,000 and 
$9,000,000 as their banking participation, and $8,000,000 and 
$6,000,000 as their selling participation.® 

Loan 12. The participation of Dillon, Read & Co. is in- 
dicated in a letter of Guaranty Co. of New York, reprinted in 
the Hearings on S. res. 19, page 966. 

Loan 30. Harris, Forbes & Co. gave as “ interest in original 
group ” for this $6,000,000 loan 


Harris, Forbes & Co........... $0 per cent 
Reichs-K redit-Gesellschaft ..... 20 per cent 


while Lee, Higginson & Co. gave $1,000,000 as their partici- 
pation * in purchase group " and Brown Bros. & Co. $750,000 
as their “ origination participation with others." 

We were advised by Chase Harris Forbes Corporation that 
Lee, Higginson & Co. and Brown Bros. & Co. were in the 
originating group and have therefore entered in our table 
$3,050,000, $1,000,000, and $750,000 respectively for the three 


American banks. 


% See also explanatory remark in Appendix В, pp. 159-60. 
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Loans 40 and 106. Harris, Forbes & Co. gave as “ interest 
in original group” for the two loans of the German Savings 
Banks and Clearing Association: 


Loan 40. Harris, Forbes & Со.......,.............. 463 per cent 
Lee, Higginson & Со................. .. 234 per cent 
Guaranty Co. of New York 134 per cent 
E. Н. Rollins & Ѕопѕ..................... 8} per cent 
Equitable Trust Со.................-.... 84 per cent 


Loan 106. Same purchase group as above at 0.125 step-up. 


"They entered as their participation: 


Loan 40. $10,733,333 (463 per cent of $23,000,000) 
Loan 106. $17,500,000 (100 per cent of $17,500,000) 


Lee, Higginson & Co., Guaranty Co. of New York, and 
Equitable Trust Co., on the other hand, all entered their par- 
ticipation in both loans in the same group (Lee, Higginson & 
Co. and Equitable Trust Co., " purchase group ": Guaranty 
Co. of New York, “ original terms "). 

We were advised by Chase Harris Forbes Corporation that 
those three banks were members of the originating group for 
both loans. 

Loan 116. 'The National City Co. stated $19,000,000 as 
their participation in the intermediate group. We have not 
entered this participation in our table. 


H. EXPENSES AND PROFITS 


The tables submitted by the various banks to the Committee 
on Finance contain a vast amount of data on expenses and 
profits. 

(1) The National City Co. and Guaranty Co. of New York 
stated, for each of the 22 loans which they had managed, the 
“amount of profit" for each distributing (originating, inter- 
mediate, banking, and selling) group, the “ total expenses " for 
all groups combined, and the “ total net profit ” for all groups 
combined. They stated further, for each loan which they had 
managed or in which they had taken an interest, the “ amount 
of profit" they themselves had earned in each distributing 
group of which they were members, their “ gross profit " from 
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all groups combined, and the " discounts.”* The National 
City Co., moreover, in each case gave their " general expense ” 
and their " net profit," * 

(2) Lee, Higginson & Co. stated the " gross profit” they 
had in each group of which they were members and their 
" total gross profit," for each loan which they had managed 
or in which they had an interest. 

(3) Chase Securities Corporation, Equitable Trust Co., and 
Harris, Forbes & Co. stated their “ profit " for each loan which 
they had managed or in which they had an interest. Brown Bros. 
& Co. and W. A. Harriman & Co. stated their “ gross profits " 
for each loan which they had “ originated and/or managed,” and 
their “ profit " for each other loan in which they had an interest. 

(4) Kuhn, Loeb & Co. stated their " gross profit from origi- 
nating and underwriting margin and participation, if any, in 
compensation of distributors’ group,” for each loan which they 
had managed or in which they had an interest. 

(5) J. P. Morgan & Co. stated, for each of the two loans 
which they had managed, their “ gross profit,” their “ share of 
expenses,” and their “ net profit,” first in the “ original group ” 
and second “ in all groups." 

(6) F. J. Lisman & Co. stated the “ gross profit,” the “ direct 
expense," the “commission,” and the “net profit," for each 
loan which they had managed. 

(7) Hallgarten & Co. stated, for the one loan which they 
had managed, the “ expenses (about)" in percentages, their 
“ profit," and the “ profit " of the entire originating group. 

(8) Speyer & Co. stated their “ profit " for each loan which 
they had managed. 

(9) Dillon, Read & Co. stated their “ gross originating 
receipts before expenses " for each loan which they had managed. 


“Guaranty Co. of New York also gave their total “ profit" by de- 
ducting “discounts” from “ gross profit." 

“The National City Co. were the only banking house which in their 
statements took account of their general expense (overhead charges). 
'The reader must therefore bear in mind that in the following analysis 
of the statements of the other banks expenses in no case include over- 
head charges and net profit means net profit before deduction of over- 
head charges. 
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(10) J. & W. Seligman & Co. stated the “ gross spread " for 
each loan which they had managed or where they were members 
of the originating group. 

These data have been computed according to methods which 
vary from bank to bank and sometimes even for the different 
loans made by the same bank. In our table we shall submit all 
the available data. But as an introduction to this table we 
shall interpret as best we can the meaning of the various sets” 
of figures. 


A. Group Expenses and Group Profits 


For three loans managed by The National City Co. (6, 28, 
and 80) and for one loan managed by Guaranty Co. of New 
York (127), the “amount of profit " in each group coincides 
with the amount of the commission due to the individual group 
on the basis of the “ amount of issue " and the “ profit spread ” 
as stated by the bank. In all other cases there are divergencies 
in one or more groups, such divergencies being least frequent 
for the originating group and most frequent for the selling 
group. The “amount of profit" for the originating group 
of the $10,000,000 loan to the State of Bremen (12A) was 
thus $137,500, although the originating commission was 1.5 
per cent. The reason why the “ amount of profit " was smaller 
than the commission indicates in this case was that the 1.5 
per cent commission was applied onlv to the $7,500,000 floated 
in the United States, while the originating commission for 
the $2,500,000 sold abroad was 1 per cent. In other cases 
changes in the allocation of bonds in the course of distribution 
may have resulted in an “amount of profit” exceeding the 
amount indicated by the commission. A striking example is the 
1928 loan of $25,000,000 to the German Central Bank for 
Agriculture (99). With a 1.5 per cent commission to the 
selling group, the “ amount of profit " of the selling group was 
$469,702.50 or 1.88 per cent; and, with a total spread of 2.75, 
the total net profit of all groups (after deducting expenses of 
$66,797.44) was $715,405.06 or 2.86 per cent. 


“The “ amount of profit” for the banking and the selling groups was 
smaller by one-fourth than the commissions indicate because the 
$2,500,000 bonds sold abroad were not allocated to the banking and 
selling groups. 
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Prorits AND EXPENSES oF SYNDICATES 
(In dollars) 


Amount of Profit 


N Borrower Ton | | Total 
Loan Original | Banking] Selling | Expenses | Net Profit 
Terms | Group | Group 


Syndicates Managed by The National City Co. 


E] General Electric Co. |104,000 — |100,000 |284,700 88,769.29] 399,930.71 
а Saxon Public Works [225,000 [150,000 (450,000 |123,046.82| 701,953.18 


11 Central Bank for 1|256,250  |201,250 [633,780 87,280.65/1,003,999,35 
Agriculture 3 [250,000 250, 000 |750,000 

21 Rhine-Westphalia 1} 95,833.33}136. 000 226,125 41,228.80] 416,729.53 
El. P. Corp. j 150,000 250,000 

28 General Electric Со. |150,000 150,000 250,000 36,365.75) 513,634.25 

a Saxon State Mort- 1| 65,833.33] 75,000 |139,850 13,248.19] 267,435.14 
gage Inar, j 125,000 

41 liseder Steel Corp. 139,610.80 pt 120 150,000 20,979.68) 347,381.12 

2. 


52 Saxon Public Works 162,500 |132,500 |395,575 60,056.04) 630,518.96 
150,000 375, 000 
80,000 39,750 | 79,000 18,127.11] 180,622.80 


i [231,512.50 100,250 414,701.25) 87,775.44| 658,688.31 
225,000 |150,000 |525,000 
138,125 61,750 |285.930 74,473.55] 411,331.45 


1 
J 
1 
i 
80 Saxon Stare Mort- | 40,000 —— | 40,000 9,541.94] 70,458.06 
1 
j 
1 
1 


66 | Saxon State Mort- 
Rage Inst. 

74 Central Bank for 

Agriculture 

77 Rhine, Westphalia 


© 
[L1 
= 
= 
© 
© 

ә 


‘aro. 150,000 75,000 \300,000 
Rage Insc. P 
85 Ceneral Bank for 361,995 |216,650 (784,595 71,665.67]1,291,574.33 


Agriculture 375,000 |250.000 |875,000 
99 Central Bank for 


125,000  |187,500 j469,702.50| 66,797.44) 715,405.06 
Agriculture 375, 000 
ТОЗА | General Electric Co. [125,000 — |100,000 n a .50| 59,876.50} 357,046.00 
116 Ehe Weitphalia 1|108,371.13|173,7502|320.980 — |105,910.14| 197,190.99 


. Corp j 200,000a 400,000 
117 | Hseder Steel Corp. 63,661.74] 69.750 |239,175 | 79,083.22| 293,503.52 
75,000 |225.000 


125 Harpen Mining Corp. | 74,440 40,690 | 95,700 43,960.37) 166,869.63 

150,000  |100,000 |250.000 

131 Rhine Wésephalia 1 [150,000  |133,375 (351,360 |130,138.49] 504,296.51 
| 


. Corp. J 150,000 |400.000 
135 Saxon Public Works 75,000 50,000 129-825 33,.247.82| 221,577.18 


Syndicates Managed by the Guaranry Co. of New York 


12A | State of Bremen 137,500 75,000 |243,750 34,331.48) 421,918.52 
150,000 |100,000 1325,000 

12B | Stare of Bremen 89,375 — 96,250 24,528.80| 161,096.20 
112,500 ——  |175.000 


127 Hansa Steamship Line [100,000 50,000 |100.000 77772.56) 172,227.44 


a Including $50,000 for the “intermediate group.” 
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The group profit given by Hallgarten & Co. for the loan 
which they had managed evidently represents the profit of the 
originating group exclusive of their expenses." 

We reproduce in the table on page 175 the figures given 
by The National City Co. and Guaranty Co. of New York, 
entering on a second line, in italics, the amount of the com- 
mission (computed by multiplying the amount of issue by 
the spread) wherever it differs from the profit stated by the bank. 


B. Profits and Expenses of Individual Banks 
The National City Co. and Guaranty Co. of New York, 


which had shown the “ amount of profit” for each group, the 
“ total expenses " for all groups combined, and the “ total net 
profit ” for all groups combined, stated in addition the ‘‘ amount 
of profit" they themselves had in each group, their “ gross 
profit " from all groups combined, and the “ discounts." ‘These 
two series of figures, however, are not comparable in most cases, 
the main reason for the discrepancy being that not all the ex- 
penses of each individual bank are charged to the group.!? 
Although the “ amount of profit " as stated for the individual 
bank is often comparatively lower than the “ amount of profit " 
to the group, in some cases it exceeds the amount of the com- 


° The data given by Hallgarten & Co. for this loan (39), which was 
issued in two slices of $1,000,000 and $2,000,000, are as follows: 


Selling 
Expenses rice and Hall- 
Amount Pur- (about) Concessions garten's Hall- 
chase Per to Partici- garten's 
Price Cent Distributors pation Profit 
[96.169 Mis 99 1, 1 20 per cent $11.700 
$3,000,000 194.4865 X 9814 less 1 x ($600,000) © ($58,500) 
We interpret this statement as follows: 
Purchase-price. ise vedo sea eene $2,851,420 
Expenses of originating group............ 15,080 
Prafits of originating group.... з 58,500 
Commissions to selling group...........- 35,000 
Offering. prices з» часына ева cue $2,960,000 


For instance, the commissions paid by members of the selling group 
to bond salesmen are, of course, not charged to the group. The same 
is true of lasses which a bank may suffer from selling bonds, after 
the expiration of the syndicate, at a lower price than the offering price. 
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mission apparently due to the bank on the basis of its participa- 
lion. The reasons for these divergencies are manifold. We can 
cite only a few. Bonds may be sold to European members of 
the originating group or to European retailers upon other 
terms than those prevailing for the United States. The “ trading 
иссоипї " may affect the profits of the individual bank. Some 
members of the selling group may be unable to dispose of their 
total assignment of bonds and may return part of them at a 
loss to the managing bank. The bank will then allocate these 
bonds to other members, who may not get the full commission 
on these additional bonds and yet тау make a larger total 
profit than their official participation warranted. The manag- 
ing bank may also, at the outset, sell more bonds to the selling 
group than the total issue comprises, and then if a shortage 
arises it may have to repurchase bonds at a sacrifice. 

The " discounts," as stated by The National City Co., in 
most cases mean the concessions granted by the members of the 
selling groups to dealers, banking institutions, or insurance 
companies.!! In the case, for instance, where The National City 
Co. participated to the amount of $100,000 in the selling group 
for the $25,000,000 loan of the Central Bank of German State 
and Provincial Banks (108) and sold those 100 bonds to one 
purchaser, the “ discounts ” of $250 indicate a discount of 0.25 
per cent allowed to this purchaser. Losses like those suffered 
from the trading account were booked as expenses. The Guar- 
anty Co. of New York, on the other hand, included in the 
" discounts" not only all losses (or profits) from the trad- 
ing account, but also all losses (or profits) from the sale of 
bonds after the dissolution of the syndicate. A striking example 
is their statement referring to this same $25,000,000 loan. 
'The Guaranty Co. of New York reported participation of 
$500,000 in the selling group, no retail sale, and “ discounts " of 
$46,596.25. 'The bank apparently, for one reason or another, 
did not wish to refuse participation in the loan, but at the same 
time did not wish to sell those bonds to its clients and evidently 


sold them at a later date at a price considerably below the offer- 
ing price. 

" Ја some cases, however, “ discounts ” include certain expenses, and 
in the case of the $5,000,000 loan to the General Electric Co. (104B) 
they even include all expenses. 


178 PROFITS FROM GERMAN LOANS 


Finally, The National City Co. understands by “ general 
expense " their overhead expenses and by “ net profit ” their net 
profit, after deducting all expenses. 

Lee, Higginson & Co. recorded as their “ gross profit ” for 
each group the commission corresponding to their participation, 
and as their “ total gross profit " the total amount of such com- 
missions. But their entries under the heading “ purchase com- 
mission '' are misleading in all cases where they did not manage 
the loan and where the managing bank retained a commission, 
since they then recorded the commission which they would have 
received if they had shared equally in the managing and the 
originating commission. For instance, in the case of the Dawes 
loan (1), where the managing commission was 0.25 per cent 
and the originating commission 0.5 per cent, and where 
they participated in the originating group to the amount of 
$5,500,000, they recorded as their purchase commission $41,250 
(à per cent of $5,500,000) instead of $27,500. 

Brown Bros. & Co. and W. A. Harriman & Co., both in 
stating their "gross profits " for each loan which they had 
“originated and/or managed " and in stating their “ profit ” 
for every other loan in which thev had an interest, entered the 
total commissions which they had received ; for two loans (7A 
and 86), however, thev deducted their expenses. 

Kuhn, Loeb & Co., when speaking of their “ gross profit 
from originating and underwriting margin and participation, if 
any, in compensation of distributors’ group," mean by gross 
profit the total commissions which they received minus all ex- 
penses and losses incurred up to the closing of the accounts of 
the loan. 

J. P. Morgan & Со., in stating, for the loans which they have 
managed, (1) their “gross profit," (2) their "share of ex- 
penses," and (3) their “ net profit,” apparently understand by 
“ gross profit " their commissions and by “ share of expenses ” 
all their expenses and losses. The “ net profit " represents (1) 
minus (2). 

F. J. Lisman & Co., in stating, for the loans which they 
have managed, (1) the " gross profit," (2) the “ direct expense," 
(3) the " commission," and (4) the " net profit," apparently 
understand by “ gross profit " the total commission (amount of 
issue multiplied by total spread). By “direct expense” they 
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probably mean their own expenses, and by "commission " 
the commissions granted to other members of the various dis- 
tributing groups (except “ commissions paid on account of sec- 
ondary marketing "). The “net profit” represents (1) minus 
(2) minus (3). 

Hallgarten & Co., in stating their "expenses" and their 
"profit" for the loan which they have managed, evidently 
understand by '" expenses" their expenses as members of the 
originating group, and by " profits" their commission as mem- 
bers of the originating group minus their expenses as members 
of the originating group minus their share in the concessions to 
distributors. 

Dillon, Read & Co., in stating their "gross originating 
receipts before expenses ” for the loans which they have managed, 
mean by that the total commissions which they received minus 
their expenses and losses connected with the distribution of the 
bonds, not including in those expenses, however, the expenses 
connected with the purchase of the loans.3* 

J. & W. Seligman & Co. evidently mean by “ gross spread ” 
the total commissions. 

Chase Securities Corporation, Equitable Trust Co., and 
Harris, Forbes & Co., in stating their “ profit" from the loans 
which they had managed or in which they otherwise had an 
interest, mean by profit the total commissions which they re- 
ceived minus all expenses and losses incurred up to the dis- 
solution of the syndicate. The same is probably true of the 


statements of Speyer & Co. for the loans which they have 
managed. 


The table at the end of this Appendix gives under (b) to (h) 
the pertinent data for 108 loans. A few explanatory remarks 
may facilitate the study of those figures. 

(b) Commission. We have computed the amount of the 
commission by multiplying the amount of the participation (a) 
by the spread (see table, Appendix B). In case the managing 
bank took a managing commission the entry under “ originating 


? In computing the gross receipts, expenses for telegrams to members 
of the distributing groups would be deducted but not expenses for 
cables sent in the process of buying hefore the distribution of the bonds. 
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group " includes both the managing and the originating com- 
missions. (For Loans 30, 54, 67, and 135, we have assumed 
that no managing commission was retained.) The column “all 
groups" gives the total of the three preceding columns; for 
J. P. Morgan & Co. we have entered the “ gross profits in all 
groups " as given by them; for Brown Bros. & Co. and W. A. 
Harriman & Co. we have entered their “gross profits” or 
" profit "; for Е. J. Lisman & Co. we have entered the differ- 
ence between “ gross profit " and “ commission " (to others). 

(c) Expenses. This item has been computed by deducting 
(d) from (b). The reader should bear in mind that the actual 
expenses in specific cases may have been larger or smaller since 
the commissions actually received may differ from the amount 
of the computed commission (b) as a result of the trading ac- 
count or for other reasons. 

(d) Gross profits. We have entered as gross profits in the 
originating group the “ amount of profit " on “ original terms ” 
as given by The National City Co. and Guaranty Co. of New 
York, and the “net profit" in “ original group” as given by 
J. P. Morgan & Co. We have entered as gross profits in the 
banking and selling groups the “ amount of profit" in banking 
and selling groups as given by The National City Co. and 
Guaranty Co. of New York. We have entered as gross profits 
in the column "all groups" the " gross profit" as given by 
The National City Co. and Guaranty Co. of New York, the 
“ net profit in all groups ” as given by J. P. Morgan & Co., and 
the “ net profit " as given by Е. J. Lisman & Co. 

(e) Discounts. We have entered the " discounts " as given 
by The National City Co. and Guaranty Co. of New York. 

(f) Profits. This item has been computed in the case of The 
National City Co. by deducting (e) from (d). In the case 
of Guaranty Co. of New York the analogous figure indicating 
profits could be taken directly from the tables submitted by 
that bank. We have further entered as profits the “ net profit in 
all groups” as given by J. P. Morgan & Co., the “ gross 
originating receipts before expenses " as given by Dillon, Read 
& Co., the " gross profit from originating and underwriting 


? We have assumed in this case that the discounts were included 
in the expenses for all groups (c). 
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margin and participation, if any, in compensation of distributors’ 
group” as given by Kuhn, Loeb & Co., and the “ profit” as 
given by Chase Securities Corporation, Equitable Trust Co., 
Harris, Forbes & Co., Hallgarten & Co., and Speyer & Co. 

(9) Overhead. We have entered the “ general expenses ” as 
given by The National City Co. 

(h) Nei profits. We have entered the “ net profit " as given 
by The National City Co. 


The entries for a few specific loans need some explanation: 

Loans | and 188. In the casc of The National City Co. 
we have entered under “ banking group ” the figures given for 
“intermediate group " and under “ selling group” the sum of 
the figures given for “ banking group” and “selling group." 

Loans 74 and 86. Brown Brothers Harriman & Co. advised 
us that the profits of Brown Bros. & Co. from Loan 7A en- 
tered in their tabular statements as $39,548.57 should have 
read $33,473.93: they had, in addition to $500,000 at 3 per 
cent selling commission, $25,000 on trading account at ] per 
cent selling commission. Since for Loans 7A and 86 Brown 
Bros. & Co. stated their net profit and not the commissions, as 
in all other cases, we have entered their figures under “ profits.” 

Loan 61. In the case of W. A. Harriman & Co. we have 
entered under originating group the originating commission of 
3 per cent but not the profit of 6.5 per cent which the manag- 
ing bank derived from keeping the loan one year before offering 
it to the public. 

Loan 71. Brown Bros. & Co. did not state their profit to 
the Finance Committee. They advised us that it amounted to 
only $283. 

Loan 116. In the case of The National City Co. we have 
entered under “banking group” the sum of the figures given 
for the “intermediate group " and the “ banking group." 

Loan 129. Brown Bros. & Co. advised us that their com- 
mission was actually 0.75 per cent, as stated by them to the 
Finance Committee (although the commission according to the 
other banks concerned was only 0.125). 

Loan 188. Brown Bros. & Co. had, in addition to $1,000,000 
at 2.5 per cent distributing syndicate's commission, $200,000 
at 1.25 per cent distributors’ commission. 

13 
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PARTICIPATION, Expenses AND PROFITS or AMERICAN BANKERS 


{In dollars) 


Ranks 
1 Managing 
2 Other 
Originating 
3 Other 


a Participation b Commission Н 
© Expenses d Gross Profits е Difeaunis 
f Profits 
бун 
Originating Banking Selling All ч 
Group Group Group Groups Profits 


1. German External Loan, $110.000,000 


1 j. P. Morgan 433,000.000.00 
Садан b — 440,000.00 
т =н 
d 440,000.00 
2 National City — |216,500,000.00) 
Әна is 82,500.00 
fa — 82,500.00 
2 Guaranty Co. [а 5,500.000.00 
of New York..|5 ` 27,500.00 
le x 
d — 27,500.00 
2 Lee, Higginson |а 5,500,000.00| 
Ein s 6” 27,500.00 
2 Kuhn, Loeb & Co. 
3 Harris, Forbes |a —— 
S Cog — 
3 Brown Bros ја — 
& Cody d b — 
3 W.A. Hariman а — 
Сорлы b — 


879,689.58|/ 865,306.78 
14,382.80 is 
А 865,306.78 А 
10,000,000.00| 8,000,000.00 e 21,840.88 
125,000.00| 231,250.00/438,750.00]/ 401,939.12 
— 14,970.00| 14.970.00|e 34,400.00 
125,000.00| 216.280.001423,780.00[л 367,539.12 
5,000,000.00| 3,975,000.00 е —9,746.00 
62,500.00] 119.250.00/209,250.00|/ 210,289.40 
-— 8,706.60| 8,706.60) „е 
62,500.00] — 110,543.40|200,543.40 
4,000,000.00| 3,000.000.00| * 
50,000.00| — 90,000.00/167,500.00, ш 
/ 109,506.00 
3,667,000.00 3 RS 
45,837.50 z Р f 144,466.00 
1,000,000.00| 1,000,000.00) гъ 
12,500 00] ` 30,000.00| 42,500.00] 
400,000.00} 300,000.00) 
3,750.00 9,000.00] 12,750.00 


3. August Thyssen Iron and Steel Works, $12,000,000 


1 Narional City 
© 


3 Guaranty Co. 
of New York.. 


412,000,000.00 
> 150,000.00 f 65,162.00 
4. General Electric Co., $10,000,000 
; 
410,000,000.00| 6,825,000.00| 4,800,000.00 17,630.24 
b 04,000.00! 68,250.06 144,000.00|316,250.00|/ 251,628.83 
— 27,745.93 19,245.00| 46,990.93 29,172.00 
id 104,000.00) 5683 


40,504.07 12425200 269,259.07л 222 


1000 b 

270.00] 27000] 258.75 
11.25 N seas 

258.75| 25875 


5. Siemens & Halske, Siemens-Schuckertwerke, $10,000,000 


1 Dillon, Read.. 


зё — | Хуф | © | 49,337.00 
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PARTICIPATION, EXPENSES AND PROFITS оғ AMERICAN BANKERS—Cont. 
(In dollars) 


Banks а Participation b Commission 


1 Managing с Expenses d Gross Profits р үрен 
2 Ое ar quum 
nginating | Originating Banking Selling А! 
3 Other Group Group Group Groups Profits 
6. Saxon Public Works, $15,000,000 
1 Боп City 15.900.000.00 8,225,000.00|10,7 50,500.00, е — 

AO 82,250.00 322. ,515.00/629,765.00|/ 504,780.55 
32,739.50 92,244.95|124,984.45 66,005.00 
225,0 000.00) 49,510.50; 240,270.05 504,780,55[A 438,775.55 


7A. Electric Power Corporation, $5,000,000 


> 


t Harris, Forbes [а 5,000,000.00| 2,750,000.00 TP ae 
С š 125,000.00 55,000.00 eee — J 81,000.00 


1,250,000.00| 1,000, 


000.00 
sos 25,000.00 30,000.00, 55,000.00 . 
j йы. Bras. a 1,000,000.00| 500,000.00) Tm 
& Co.. ub 20,000.00 15,000.00| 35.000.00|/ 33,473.93 


7B. Electric Power Corporation, $2,500,000 


1 Harris, Forbes 


в0,000.00[/ 42,000.00 
25,000.00] 25,000.00 mas 
20,000.00] 20,000.00 


ШЕ! 
$e 
3833) 
38 


8. City of Berlin, $15,000,000 


3,750,000.00| 


68,382.05 


f 60,632.00 
7 67,667.00 


1 Blair & Co.. а h —— 
2 Chase Securi- а 3,500:000.00] —— 
Wes Carp......| ' 87,0000| — —— f 48,443.00 


10. City of Munich, $8,700,000 


1 Harris, Farbes | 8,700,000.00] .-. | | 217,000.00 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS—Cont. 
(In dollars) 


a Participation 


& Commission 


ee © Expenses d Gross Profits (оца 
2 Orker | { Overhead 
"лайт | Originating | Banking Selling All e 
3 Other Group Group Group | Groups Profits 
1. German Central Bank for Agriculture, $25,000,000 
1 National City — {a1S,000,000.00} 7.860,000.00| 7,000,000.00 е 26,547.64 
Са .|b ^ 162,500.00| ` 78,600.00! '210:000.00|451,100.0017 397,496.58 
с —4.5000| — 26,195.78 4,610.00| 27,055.78], 42,980.00 
а  166250.00| $2,404.22} 205,390.00|424,044.22}4 354,516.58 
2 Harris, Forbes [а 5,000;000.00 
ICO, etre: b `' 43,750.00 J 128,054.00 
2 Lee, Higginson а 2,500,000.00| 1,300,000.00| 1,685,000.00 
& Co .|B — 21,825.00| ' 13,000.00| ` 50,550.00] 85,425.00. 
3Guarantv Co. а —— 250,000.00} — 175,000.00 e 715.00 
of New Yort..| — 2,500.00 5,250.00] 7,750.00]/ 5,923.05 
е — 833.20 218.75] 1,051.95) 
а — 1,666.80 5,031.25] 6,698.05 
12A. Srate of Bremen, $10,000,000 
4 Guaranty Co. a 4,800,000.00| 2,550,000.00| 1,350,000.00 e 2,400.00 
of New York. [5 72,000.00 25,500.00 43,875.00|141,375.00]f 115, 1577 66 
e 12,735.00) 9,069.84 1,592.50| 23,397.34 
d 59,265.00) 16,430.16 42,282.50|117,977.66! 
2 Dillon, Read а 3,200,000.00| 
SCOR Dena 5 48,000.00 


12B. State of Bremen, $5,000,000 


1 Guaranty Co. 
of New York.. 


2 Dillon, Read 
& C 


а 2,400,000.00| — 1,146,000.00 e 2,041.25 
A 54,000.00] — 40,110.00] 94,110.00]/ 66,095.70 
e 17,735.73) —— 8,237.32] 25,973.05 

d 3626427 | —— 31,872.68] 68,136.95 

а 1,600.000.00| — 

b 36,000.00) — 

13. Free State of Bavaria, $15,000,000 


Equitable Trust. 
Harris, Forbes. 


ге 


14. Rhine-Main-Danube Corporation, $6,000,000 


a ,000.00) 
b 75,000.00 23,500. 


2,350,000.00| 
.00 


"mm 


au 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS—Cont. 
(In dollars) 


а Participation 5 Commission х 
dene. c Expenses d Gross Profits үрен 
2 Other od : 1 Overhead 

riginatnE | Originating | Banki Selli Ap yt Net 
J Other Group Gian Group | Groups | Profes 
15. Rudolph Karstadt, $3,000,000 
1 Dillon, Read....| | Q | 102,198.00 

17. City of Heidelberg, $1,750,000 

1 Е. J. Lisman | 70,465.00) 

RICHTER cad ‹ м 23,288.41 

d 47,126.59 

1 


18. State of Wurttemberg Consolidated External Municipal Loan, 


$8,400,000 
1 Chase Securi- la 4,200,000.00 
ties Согр..... |b 500.00) А 7 99,000.00 
2 Blair & Со.,.... ја 4,200,000.00 
b 00.00) 


21. Rhine-Westphalia Electric Power Corporation, $10,000,000 


1 Narional City 210,000,000 00 5,500,000.00] 5,700,000.00 е 30,333.69 
Co. b 95,833.33 82,$00.00) — 142,500.00|320,833.33| / 271,199.04 

е — 12,275.60 6,725.00) 19,000.60}, 34,978.00 

4 95,833.33 70,224.40 135,775.00|301,832.73|& 236,521.04 


22. Municipal Bank of the Stare of Hessen, $3,600,000 


1 Dillan, Read 
& 


a 3,600,000.00 
Co... 


6 123,840.00 / 109,086.00 


23А. Good Hope Steel and Iron Works, $7,500,000 


igginson |a 3.250,000.00| 2,900,000.00| 1,758,000.00 
Ca.. alb 93,750.00 29,000.00 79,110.00/201,860.00 
-00 


man |a 3,750. 
-jó 


167,7 50.00 
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PARTICIPATION, EXPENSES AND PROFITS or AMERICAN BANKERS—Cont, 
(In dollars) 


Banks 
4 Managing 


а Participation Ё 


Commission 
Gross Profits 


e Discounts 
f Profits 


2 Other S 
riginating 
з Ое 


t Expenses d 
Originating Banking 
Group Graup 


Selling 
Group 


e Overhead 
All А Net 


Groups Profits 


23B. Good Hope Steel and Iron Works, $2,500,000 


а 1, 230 000.00] 1,141,000.00| 1,020,000.00 
b 11,410.00 40,800.00|102,210.00 
a 
[b 52,920.00| 
of Dresden, $5,000,000 
2 a eyer & Co.. f 33,106.78 
ase рш 
ties ^» — 200,000.00 if  2.846.00 
3 Ko а — 200,000.00 / 3,745.00 


25. City of Frankfort-on- Main, $4,000,000 


1 Speyer & Ca 


26. Westphalia United Electric Power Corpora 


1 Speyer & Co. 


„|a 5,000,000.00 
b 


f. 431,917.21 


tion, $7,500,000 


125,000.00 ý 65,203.16 
2 Harris, Forbes а 2,500,000.00. 
Dyer TT b 62,500.00 f 81,973.00 
27. City of Duisburg, $3,000,000 
T 
4 Harris, Forbes.. . |a 3,000,000.00) / 60,000.00 
28. General Electric Co., $10,000,000 
1 National City — |210.000,000.00| 6,525,000.00! 4,908,000.00 е 23,844.42 
Саа йш кай 150,000.00] 97.875.00| '122;700.00|370,575.00|/ 322,366.55 
e — 20,564.03 3,800 00| 24,364.03|z 30,135.12 
|4 150,000.00)  77,310.97|  118,900.00|316,210.97|a 292,231.43 
29. Hamburg American Line, $6,500,000 
1 Speyer & Co... T if 53,681.18 
3 Guaranty Co. Е IL 260,000.00, е 345,00 
of New Yark. | — — 6,150.00] &,150.00|/ 5,805.00 
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PARTICIPATION, EXPENSES AND PROFITS ОЕ AMERICAN BANKERS—Cont. 
(In dollars) 


Participation b Cam И 
Banks Ж P е Discounts 
1 Managing с Expenses d Gross |f Profit 
2 Ое: . аи a раш: f Overhead 
Спаи | Originating | Banking Selling All e 
3 Other Toup Group Group | Groups | Profe 
30. United Industrial Corporation, $6,000,000 
1 Marris, Forbes a 3,050,000.00) — 
&Co.........|P 61,000.00 — f 72,000.00 
2 Lee, Higginson {а 1.000.000.00 — 1,000,000.00 . 
ieee vent 20,000.00] — 30,000.00] 50,000.00 
2 Brown Bros. a 750,000.00 — 337,500.00| 
&Ca..,....../6 15.000000] —— 10,125.00| 25,125.00 
31. Saxon State Mortgage Institution, $5,000,000 
1 Natianal City 5,000,000.00| 2,800,000.00| 3,424,000.00 е 14,481.50 
өзге. ei 65,833.33 42,000.00 85,600.00 193,433 33|/ 171,334.84 


7,166.99 450.00} 7,616.99 20, 783.68 
65,833.33 34,833.01 85,150.00 |185:816.34 150,551.16 


33. Rheinelbe Union, $25,000,000 


1 Dillon, Read... | 


|/ 148,768.00 
35. Sachsen-Anhalt Electric Co., $1,000,000 
ЈЕ. J. Lisman а 1,000,000.00. 
&1 = ЖОЖКО ҮҮ b d 30,038.74 
36. Consolidated Hydro-Electric Works of Upper Wurttemberg, 
$4,000,000 
1 W. A. Harriman ja 4,000,000.00| — 
& Co. .|b ' 42,800.00 a 71,900.00 
3 Guaranty " — 300,000.00| 300,000.00; е 1,378.75 
New York. .|5 —— 3,000.00) 10,500.00] 13,500.00]f 11,683.75 
— CU 437.50| _ 437.50 
а — 3,000.00] — 10,062.50| 13,062.50 


37. Silesia Electric Corporation, $4,000,000 


1 Harris, Farbes...|a 4,000,000.00 


| | 98,000.00 
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Participation, ExpENses AND PROFITS or AMERICAN BANKERS—Cout 
(In dollars) 


а Parucipation Ё Commission 


Mens с Expenses d Gross Profits AD acinis 
2 Other А | Пс 
aung | Originating Banking Selling All =ч 
Group | Graup Group Graügs Profits 
39. Berlin City Electric Co., $3,000,000 
1 Hallgarten.... |, 600,000.00 — | | | 11,700.00 


40A. German Consolidated Municipal Loan of Savings Banks and 
Clearing Association, $15,000,000 


а 7.000.000.00. 


| 
1 — | Š 
b — 430,000.00 — | s.s 17 129,000.00 
2 а 3.500,000 00 — | 2.280,000.00 
b 52,500.00 — | 68,300.00/120,900.00. 
2 Guarany Co a 2,000.000.00 — 1.300,000.00 le 3.217.50 
of New York. |b 30,000.00 — 39,000.00} 69,000.00|/ 60,509.90 
с 2.991.35 —— 2,281.25] 5,272.60 
4 27,008.65 — 36,718.75] 63,727.40 
7E. H. Rollins a 1,250.000.00 — 
& бопе. aens b 18,750.00 — s 
2 Equitable ш! а 1,250.000.00 ЕЕ UN 
Co. ‚|> 8,750.00) — | . í 34,389.00 


40B. German Consolidated Municipal Loan of Savings Banks and 
Clearing Association, $8,000,000 


1 Harris, Forbes |а 3,733.333.00 — С 
& Co... .....|h 104,666.67 — f 71,000.00 
2 Lee, Higginson а 1,867,000.00. — 1,200,000.00 
& Co E 37,340.00 — 30,000.00| 67,340.00} 
a 1,066,000.00 — 700.000.00 e 1,070.00 
of New $24. b 22,320.00; — 17,800.00) 38,820 00]f 27,160.35 
[3 9,234.65 — 1,055.00| 10,289.65) Эзе 
d 1208535 — 16,445.00| 28,530.35 
2 F. H. Rollins a 666.667 00 — 
S Sons... is. b 13,333.34 — 
2 Equitable Trust |a 666,666.00) — 5 
Саны b 13,333.32) — f 15,091.00 
| 
41. City of Leipzig, $5,000,000 
1 Speyer & Co... la 5,000,000.00, > í 37,694.14 
| 
44. Ilseder Steel Corporation, $7,500,000 
1 National а 7,500,000.00| 3,750,000. 3,515,000.00 с 3,614.32 
Са -|è 139,610.80. 56,250.00 70,300.00|266,160.80| f 247,301.01 


—- | 14,085.47 1.160.00| 15,245.47|e 21.346 05 
d 139,610.80) LES 69,140.00 |250.915.33|4 225,964.96 
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PARTICIPATION, EXPENSES AND PROFITS оғ AMERICAN BaNKERS—Cont. 
(In dollars) 


a Participation b Com on n 
ra с Expenses d Gross Profita ү Diesen 
ther { Overhead 
riginating | Originating | Banking Selling л [A Nec 
3 Other Group Group Group | Groups кайи 
46. Mansfeld Mining and Smelting Co., $3,000,000 
1 Brown Bros. а 1,500.000.00| 1,150,000.00| 1,000,000.00 
AGO cz b ^ 37,500.00| ' 11,500.00| ` 30,000.00| 79,000.00) 
2 Lee, Higginson a 1,500,000.00| 1.150:000.00| 1.000.000.00 
& Co. b 737.500 00,  11,500.00| ^ 30,000.00| 79,000.00 
47. Stettin Public Utilities Co., $3,000,000 
| 
1 Harris, Forbes ja 2,250,000.00 | / 45,000.00 
2 Redmond & Co..ja 750,000.00 
48. Miag Mill Machinery Co., $3,000.000 
LV. J. Lisman a 3,000,000.00 
& Co.. | Ў 135,000.00) 
k 40,698.44 
d | 94,301 56| 
49. August Thyssen Iron and Steel Works, $5,000,000 
1 Dillon, Read. . | 4.807 00 


50. United Steel Works Corporation, $30,000,000 


4 Dillon, Read 


| 551,872.00 


1 Narional City 
Co 


53: 


2 №. А. Наггітап 
& Co.. pt 


2,500.00 


Mannheim and Palatinate Elec 


а 1,000.000.00 


6.1 20,000.00 
61,200.00 
18,903.64 
42,296.36 

1,530,000 00 
15,300.00 


1, 


6,000,000 .00) 


52. Saxon Public Works, $15,000,000 


е 35,041.63 


150,000.00/341,200.00|f 287,254.73 


18,903.64] 36,120.00 


150.000.00|322,296.36| 250,834.73 


100,000.00 


27,500.00| 75,300.00 


tric Companies, 53,000,000 


usmod 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS—Cont. 


(In dollars) 


а Participation Ё Commission 


1 мл, с Expenses d Gross Profits E Piscounts 
2 бг A Overhead 
riginating | Originating | Banking Selling All e: 

3 Other oup Group roup Groups Profits 
54. Free State of Bavaria, $10,000,000 
1 Equitable Trust |a 5,000,000.00 | , 
З sud 75,000.00 К f 99,000.00 
2 Harris, Forbes ја $,000,000.00 i233 i 
Ca, ine 5,000.00 |/ 87,940.00 
56. Free State of Prussia, $20,000,000 
1 Harris, Forbes {a 4,000,000.00 { 92,000.00 
2 Brown Bros. а 4,000,000.00| a 
I ori b 123,000.00} ч 
2 Equitable Trust |a 4,000,000.00) 79,057.00 
2 New Yark Trust {a 4,000,000.00 op br 
3 Guaranty Co. a — 100,000.00 e 117.50 
of New York |5 — 2,250.00] 2,250.00|/ 2,132.50 
k — — — Жк 
а — | — 2,280.00] 2 250.00] 


57. Le 


1 У, А. Harriman 
& 


ipzig Overland Pawer Campanies, $3,000,000 
а 3,000,000.00. — | 1,000,000.60 
5 180,000.00} — | 30,000.00|2 10,000.00 


58. Siemen 


1 Dillon, Read 


1 Kuhn, Loeb & Co. 
Lee, Higginson 
ЖС: i 
2 Brown Bro 
& Со........ 
3 Guaranry Co. 
of New York.. 


EC" B CB VR 


s & Halske, Siemens-Schuckertwerke, $24,000,000 


| x | А IL 


59. State of Hamburg, $10,000,000 


— | j 76,944.00 
1,000,000.00; — 500,000.00 
20,000.00] — 10,000.00] 30,000.00 
750,000.00}  —— 187,500.00 
15,000.00  —— 3,780.00] 18,750.00}. 
=. —— 150,000.00 e 172.50 
= — 3,000.00| 3,000.00]/ 2,827.50 
= — 1,000.00] 3,000.00 
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PARTICIPATION, EXPENSES AND PROFITS оғ AMERICAN BANKERS—Cont. 
(In dollars) 


а Participation b Commission 
1 Me с Expenses 4 Gross Profits : рева 
2 un m. { Overhead 
ngnanng | Originating Banking Selling All 
3 Other roup Group roup Groups Profits 
60. City of Hanover, $2,000,000 
1 Chase Securi- a 750,000.00 — 
ties Corp. ....|b 1,875.00 — — 
2 Blair & Co......|a  750,000.00| — 
b 1,875.00 = 
61. German-Atlantic Cable Co., $4,000,000 
1 W. А. Harriman |a 2,000,000.00 — 643,000.00 
Саа b 60,000.00. — 19,290.00) 79,290.00) 
2 tee: Higginson |a 2,000,000.00; — 1,500,000.00 
Let eee ere me 60,000.00. — 45,000.00|105,000.00 
63. City of Chemnitz, $2,000,000 
1 Chase Securi- a 850,000.00 — А 
ties Согр..... |5 4,250.00 — / 2,000.00 
2 Blair & Co...... a 850,000.00 — "TP 
b 4,250.00 — 
65. Berlin Electric Elevated and Underground Railways Co., 
$15,000,000 
1 Speyer & Co.. | |f 140,523.01 
2 Equitable Trust a 2,820,000.00| M А 31,230.00 
3 Guaranty Co. — — 500,000.00. 387.50 
of New York. — — 12, 20000 12, Т" 11,987.50 


Ё 


12,375 00) 12,375.00 


1 National City 
Co 


66. Saxon State Mortgage Institution, $4,000,000 


a 3,650,000.00| 2,555,000.00| 2,333,000.00 9,544.35 
gis olt b 73,000.00) 25,550.00 46,660.00|145,210.00| f 122,117.27 
e 1,750.00. 11,738.38. T 13,488.38|r 14,161.31 
а 71,250.00| 13,811.62 46,660.00 131,721.62 А 108,015.96 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS— Cont * 


(In dollars) 


а Participation b Commission 


1 i Santee с Expenses d Gross Profite Й р бин 
2 Ocher 3 t MIT ad 
DRID2UDR | Originating Banking Selling All di 
3 Other Group Group Group Groups Profis 
67. United Industrial Corporation, $6,000,000 

| П 1 
1 Harns, Forbes a 4,250,000.00 — | 
Сат cari o 95,625.00 — | f 74,000.00 
2 Lee, Higginson ја 1,000,000.00 — | 1.000,000.00 . 
& Со..... jb 22,500.00 = 22,500.00| 45,000.00} 
2 Brown Bros. а 750,000.00, — 397,000.00, 
Сагон 16,875.00; —— 8,932.50| 25,807.50 
| 
68. Berlin City Electric Co., $20,000.000 
| 
1 Dillon, Read | f 122,628.00 
3 Harris, Forbes а — 1.006,000.00| А 
Соу — 5,000.00 f 19,309.00 
3 Guaranty Са. а — 250,000.00 саза — 
of New York. |^ — | E 0.00 — 1,250.00|/ 1,250.00 
e — = 
— | 1350 — 1,250.00} 
! i 


70. Bank of East Prussian Landowners Associa 


tion, $7,000,000 


1 Chase Securi- a 3,375,000.00 
ties Corp... . |b 50,625.00 
2 Blair & Co... a 3,375,000.00 E 
b 50,625.00 | 
71. Hamburg Elevated, Underground and Stree 


$4,000,000 


j 36,000.00 
t Railways Co., 


m 


72. Free Stare of Bavaria, $20,000,000 


1 Blair & Co..... а 2,000,000.00 
b '' 10,000.00 ч а 
2 Chase Securi- [а 2,000,000.00 | 


] 
1210,000,000.00 
210,000 000-00) 


ble Trust. 
‚ Forbes.. 


73. Hanover State Credit Institute, $4, 


b 


ties Corp 10,000.00) | 


/ 303.00 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS— Cont. 
(In dollars) 


Banks a Participation b Commission e Discountà 
1 Managing с Expenses d Gross Profits У Profes 
2 Ое. . r Overhead 
niginating | Originating | Banking Selling All ee 
3 Other roup Group Group Groups Profits 


74. German Central Bank for Agriculture, $30,000,000 


1 National City 418,000,000.00| 7,785,000.00| 6,356,500.00| е 14.082.52 
Co...........|hb 150,000 00 38,925.00 111,238.75|300,163.75|/ 257,729.89 
с 3.247.50 16,388.20 8,715.64] 28,351.34| 34,027.97 
d 146,752.50 22,536.80 102,523.11]271,812.41|k 223,631.02 
2 Marris, Forbes а 6,000,000.00 «as 
& à e Li 37,500.00 f 60,318.00 
2 Lee, Higginson |а 2.005,000.00| 1,297, з ОП 1,500,000 00 
ОЧ 1) 5 b 26,250.00| 45,268.75 
J Guaranty Co. м 500,000.00 e — 1,432.50 
of New York..|5 — 8,750.00] 11,250.00]/ 7,878.70 
И — 896.25! 1,938.80 
— 1,447.45 7,863.75| 9,311.20 
i 
75. United Steel Works Corporation, $30,000,000 
1 Dillon, Read | | f 268,571.00 


76. Central Bank of German $гаге and Provincial Banks, $5,000,000 


I Lee, Higginson 


a К 

& Со. | 17,500.00 25,000.00 19,280.00] 61,780.00) 
У.А. Н а — 500,000.00| 200,000.00 

& Со... b — 5,000.00 4,000.00; 9,000.00 


77. Rhine-Westphalia Electric Power Corporation, $15,000,000 


1 National City 415,000,000.00| 7,545,000.00| 6,763,500.00. е 24,074.29 
Coil оя .|6 150,000.00) 37,725.00]  135,270.00|322,995 00] / 247,176.08 

e 41,875.00) 20,850.00 18,919.63) 51,644.63|]e 36,387.63 

d 138,125.00 16,875.00|  116,350.37|271,350.37|À 210,788.45 


78. United Steel Works Corporation, $4,225,000 


1 Dillon, Read.. | ^ T | Р | - | 20,442.00 


79, Province of Hanover Harz Water Works, $1,000,000 


] 
1 Lee, Higginson Е 1,000,000 00 
& Со... B 36.250.00 


— | — | н 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS— Cont. 
(In dollars) 


a Participation à Commission 
1 Mani t Expenaes d Gross Profits p |j pixcounts 
2 Оет dm самы 
riginating | Originating Bankin Selling All 
3 Other Group Group. Group Groups Profits 
80. Saxon State Mortgage Institution, $2,000,000 

1 National City a 2,000,000.00 — 1,658,000.00 7,300.24 
[o 4 33,160.00] 73,160.001f $8,802.30 


7,057.46] 7,057.46; — 9,519.04 
26,102.54] 66,102.S4]k 49,283.26 


81. City of Nuremberg, $5,000,000 


1 каше Trust ја 5,000,000.00 . РАЕМ 
ОРООН b 25,000.00 T ý 32,000.00 
3 Guaranty Co. а — 100,000.00) 100.000.00 — 
of New Уогк... |5 — 500.00 2,500.00| 3,000.00 f 2,750.00 
с — — 250.00 250.00) 
d —— 500.00 2,250.00} 2,750.00 
а = 100,000.00 100,000.00 
b — 500.00 2,500.00; 3,000.00 
82. Deutsche Bank, $25,000,000 
1 Dillon, Read... . ТҮ / 129,816.00 
J Equitable Trust {а == 2,000,000.00 
pasar ere b — 10,000.00) J 18,732.00 
3 Guaranty Co. а — 500,000.00) 500,000.00: 885.62 
of New York..|b — 2,500.00 7,500.00] 10,000.00|/ 7,922.43 
с — 491.95 700.00] 1,191.95 
а — 2,008.05 6,800.00| 8,808.05 


83. Central Bank of German State and Provincial Banks, $10,000,000 


1 Lee, Higginson — [210,000,000.00| 8,000,000.00! 4,000,000.00 
& Co. b 50,000.00 40,000.00 80,000.00 170,000.00 
3 WIA Harriman |a 


— 1,000,000.00| — 500,000.00 
Со......... b — 5,000.00 10,000.00| 15,000.00| 


1 Harris, Forbes... |a 4,216,000.00 "T vaas f 80,000.00 
2 Brown Bros. а 4,214,000.00 жей. PM ose 
[эсине b - ves wan 82,140.00 
2 Equitable Trust. [а 4,214,000.00 ee n / 38,934.00 
2 New York Trust |a 4,214,000.00 xe жөө» 
2 Incernat. Ac- 
серт. Bank....|a 4,214,000.00 
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PARTICIPATION, EXPENSES AND PROFITS or AMERICAN BANKERS—Cont. 


NS Banks 
anaging 
2 Other 
Originating 
3 Other 


84. 


2j: Нету Schro- 
der B 
3 Guaranty Co. 
of New York. 


85. German Central B 


Corp.. 


(In dollars) 


a Participation 5 Commission 
с Expenses d Gross Profits 


e Discounts 


1 Манева City 


с Co 
3 Guaranty Co. 


2 Brown Bros. 
& Co. 


2 Lee, Higginson | 
& Co 


f Profits 
х Gverhead 
Originating Banking Selling All RH 
‹ pm Group Group Groups Profits 


Free State of Prussia, $30,000,000— Continued 


а 4,214,000.00' ae TT 
a — 375,000.00 е 4,729.75 
в — — 7,500.00] 7,500.00]/ 2,181.50 
— = 588.75 588.75 t... 
а — — 6,911.25| 6,911.25 


ank for Agriculture, $50,000,000 


430,000,000.00|13, 6201 000.00) 7,303,500.00| е 23,978.18 
b 68,100.00 127,811.25|445,9011.25|/ 398,572.76 
70.94 9,129.37 23,360.31|e 39,292.83 
65,629.06. 118 ,681.88/422,550.94]4 359,279.93 
rus: f 87,489.00 
5,000,000.00 4,000,000.00 . 
b 25,000.00 70,000.00|126,250.00 a 
ja — 1,000,000.00 800,000.00: 5,590.12 
of New York..|b —— 5,000.00 14,000.00| 19,000.00 j 12,198.46 
k — 181.42 1:030.00| 1,214.42 А 
а — 4,818.58 12970.00. 17,788.58 
86. State of Hamburg, $5,000,000 
а 505,000.00 — а 
b 767.60 — 767.60|f 300 00 
а 50000000 —— ; 
узд b 760.00 — 760.00) 


87. Commerz- und Privat-Bank, $20,000,000 


1 Chase Securi 
ties Corp. 
2 Blair & Co 


2 Halsey, Stuart... 


2 Bankers Trust.. 


88. North German Lloyd, $20,000,000 


/ 44,000.00 


1 Kuhn, Loeb & Co. 


210, 000,000.00 
150, 000. 00) 


f 74,741.00 
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PARTICIPATION, EXPENSES AND PROFITS оғ AMERICAN BANKERS—Cont, 


(In dollar 


5) 


a Participation 


b Commissian 


ree © Expenses d Gross Profits Discounts 
2 Other ге Overhead 
riginating | Originating | Banking Selling ли [A Net 
J Other roup Group Group | Groups Profits 
88. North German Lloyd, $20,000,000—Continued 
2 Guaranty Co. 1,650,000.00| 1,500,000.00 e 8,290.00 
of New York 12,375.00] ` 26,250.001113,625.00|/ 71.661.90 
6,970.60 140.00| 33,673.10 
$1404.40} 26,110.00] 79,951.90) 
2 Lee, Higginson 1,500,000.00| 1,500,000 00 
S Co... 11:250.00| ` 26,250.00|1 12,500.00 


Electric Pow 


er Corporat 


ion, $20,000,000 


l Speyer & Co f 121,390.13 
* Harris, Forbes.. |a 6.667,000.00 f 130,180.00 
3 Guaranty Co. je —— 100,000.00 e | 8,750.00 
of New York..|b — — 2.500.00| 2,500.00[/ —6,500.00 

е — — 250.00) 250.00 

а — == 2,250.00) 2,250.00! 

93. Gelsenkirchen Mining Corporation, $15,000,000 

1 Dillon, Read | | / $0,314.00 


94. Bank of Silesian Landowners Association in Breslau, $6,000,000 


97. Provincial Bank of Westfalia, $3,000,000 


1 Blair & Co. a 3,000,000.00 
b ^" 45,000.00 
2 Chase Securi- — |a 3.000,000.00 
ties Corp... -| — 45,000.00 
| 

J Harris, Forbes. } — | 667,000.00 


66,175.00 


25,235.00 


98. Elecrric Power Corporation, $5,000,000 


1 Harris, Forbes 
& Co 


Sheers 


HI 


5,000,000.00 
25,000.00) 


1,250,000.00 
43,750.00} 43,750.00) 
1,000,000.00 


45,000.00) 35,000.00] / 


f 65,000.00 


34,000.00 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS—Cont, 
(In dollars) 


Banks а Participation b Commission е Discounts 


EM. © Expenses d Gross Profits с. Diecon 


2 Othe — { Overhead 
Originating | Gricinating | Banti pm Ж Net 
& | Banking elling All 
3 Other Group Group Group | Groups Profits 


99. German Central Bank for Agriculture, $25,000,000 


1 National City 412,500,000.00| 5,892,000.00| 5,501,500.00 17,786.34 
Соо Ийла b 78,125.00) 44,190.00 82,522, $0|204,837.SO/f 171,299.42 
— 8,838.90. 6,912.84) 15,751.7 33,559.10 
d — 78,125.00 35,351.10. 75,609.66]189,085.76|h 137,740.32 


2 Lee, Higginson |a 5,000,000 00| 2,357,000.00| 1,500,000.00 
Ca i ed b 18,750.00 17,677.50 22,500.00| 58,927.50 
2 Harris, Forbes a 4,167,000 00| 
NS asus b ' 15,626.25 у 36 903.00 
2 Brown Bros. a 1,250,000.00 
&Co.........|h ` 468150 31,500.00 
J Guaranty Со. а — 500,000.00) — 400,000.00 е 1,232.50 
of New York, 15 —— 3,750 00 6,000.00] 9,750.00|/ 7 286.29 
е — 750.09 484.12} 1,231.26 
4 — 2,999 91 5,518.88] 8,518.70 
100. Ruhr Chemical Corporation, $4,000,000 
1 Dillon, Read | \ 56,140.00 


101. Pomerania Electric Co., $3,500,000 


1 Harris, Forbes ја 3,500,000.00| 2,500,000.00 

& Co. 1 35,000.00 f 55,000.00 
J Redmond & Co. ja = —— 500,000.00 
J Intermae. Ac- 

cepi. Вапк....ја — 500,000.00 


102. Brown Coal Industrial Corporation "Zukunft," $2,000,000 


950,000.00 
23,750.00| 43,750.00 


1 Lec, Higginson [а 2,000,000.00 
| ol cU 20,000.00 


104A. General Electric Co., $10,000,000 


1 National City — |210,000,000.00| 5,600,000.00! 4,817,000.00 le 12,829.63 
Co.. n 125,000.00 $6,000.00] ` 84:297.50|265,297.50|/ 219,975.79 
e 13.206.83| 19,285.25] 32.492.08|e 32,418.41 
4  125,000.0 42,793.17) — 6501225 232,805.42]5 187,557.38 
3 Guaranty Co. | — —— 50,000.00 50 
of New York, | — -— 875.00] 875.007 500.00 

e — — 222.50] 222.50 

ы — -— 652.50] 652.50 
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PARTICIPATION, 


Expenses AND PROFITS or AMERICAN BANKERS-—Cont, 
(In dollars) 


Banks 
1 Managing 
2 Other 
Originating 
J Other 


а Participation b Commission «Discounts 


¢ Expenses d Gross Profits Probes 
- - ¢ Overhead 

Originating Banking Selling All et 
| Group Group Group Groups Profita 


1 National City 
Батл; x 


104B. General Electric Co., $5,000,000 


а 5,000,000.00 — — е 25,206.60 
„jb 193,750.00) — — 193,750.00] / 168,453.31 
qe — — = |с 43,650.00 

4 193,750.00 —— —— 193,750.00|A 134,803.31 


106. German Consolidated Municipal Loan of Savings Banks and 


Clearing Association, $17,500,000 


1 Harris, Forbes 
2 Lee, Bigginion 
& Co 


Guaranty Co. 
of New York.. 


ч 


E. H. Rollins 
& Sons. 
Equitable Trust 


Казык 


Nw 


a 8,167,000.00| é 
52,501.25 А f 82,000.00 
4,083,275.00| 2,574,000.00| 1,000,000.00 , 
b 15,312.28 12,870.00 20.000.00| 18,182.28 
а 2.333,333.00| 1,471,000.00/ 1, 300 000.00. е — 3,879.50 
b 8.750.00 7,355 00 0,000.00] 46,105.00]/ 32, 1508: 96 
с 3,432.79 3,677.50 » 606.25] 9,716.54 б 
а 5,317.21 3,677.50, 22,393.75 36,388.46 
а ` 
B 
a 
-Jb 


1,458,333.00 Е CUN 
46875  . s eos ff 11,907.00 


107. City of Berlin, $15,000,000 


1 Brown Bros. 
2 New York Trust 
2 J. Henry Schro: 
der Bk. Corp.. 
2 First National 
CAT ponet tg 
з Guaranty Co. 
of New York. 


a 3,750,000.00 550,000.00 800,000.00 
28,125.00 2,750.00 10,000.00| 10,875.00 

a 3,750,000.00 Mo r 
28,125.00 
3,750.000.00 


" 
b ` 28,125.00 

|а 3,750,000.00 

5 ' 28,125.00 are ке : d 
"e 100,000.00} — 125,000.00 MEE 

7 — 500.00 1.562.50 2,062.50]/ — 1,937.50 
e —— 125.00] — 125.00 

а — 375.00 1,562.50] 1,937.50 


108. Consolidated Agricultural Loan of German Provincial and 


Communal Banks, $25,000,000 


1 Lee, Higginson 


218,750,000.00| 7,353,750.00, 2,462,500 

b ' 93,750.00] "36,768.75 ` 49. 280.00 179,768.75 
— 5,209,000 00 
— 26,045.00 А if 44,205.00 
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PARTICIPATION, EXPENSES AND PROFITS оғ AMERICAN BANKERS—Cont, 


Ba 
1 Managing 


2 Other 
Originating 
J Other 


(In dollars) 


a Participation b Commission 


с Expenses d Gross Profits j Discounts 
{ Overhead 
Originating | Banking Selling All HE 
Group Group Group | Groups | Profits 


108. Consolidated Agricultural Loan of German Provincial and 


Communal Banks, $25,000,000—Continued 


J Guaranty Co. |а —— 500,000.00| 500,000.00 е 46,596.25 
of New York.. |b —— 2,500.00| 10,000.00 12,500.00|/ 34,721.25 
e — 625.00) — 625.00 
а — 1,875.00) — 10,000.00| 11,875.00 
3 National City a a 100,000.00: 100,000.00 e 250.00 
[e] nr b — 500.00 2,000.00| 2,500.00]/ 2,125.00 
b — 125.00]  ——- 125.00|e — 7673.00 
а —— | 375.00 2,000.00] 2,375.00]h 1,452.00 
110. Brandenburg Electric Power Co., $5,000,000 
1 E. H. Rollins a 2,500,000.00| 
2 Equitable Trust. ja 2,500,000.00 f 17,601.00 
111. Hamburg Elevated, Underground and Street Railways Co., 
$8,000,000 
1 Brown Bros. а 2,000,000.00| 750,000.00} 750,000.00 э 
А Самых b ' 14,400.00 3,750.00| — 15,000.00| 33,150.00] » 
3 Guaranty Co. — 150,000.00] 150,000.00 с 3,582.50 
of New Yark..|5 — 750.00 3,000.00] 3,750.00]f —20.00 
с — 187.50] —— 187.50) 
а — 562.50) 3,000.00) 3,562.50) 
JW. A. Harriman — 50.000.00| — 50,000.00 
Свеста == 250.00 1,000.00] 1,250.00| 
113. Gesfürel, $5,000,000 


1 Harris, Forbes...|a 4,000,000.00' + |f. 102,000.00 
3 Guaranty Co. а — 250,000.00) 2 995.54 
of New Үогк.. |Б —' 2,500.00] 2,500.00[/ 956.96 
с — 547.50) 547.50 
4 — 1,952.50] 1,952.50] 
115. East Prussian Power Co., $3,500,000 


1 Harris, Forbes 
2 Internat. Ac- 
cept. Bank... 


а 2,625.000,00; 


875,000.00 


J 10,000.00 
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Participation, ExrENSES AND PROFITS or AMERICAN BANKERS—Cont. 


(In dollars) 


M Banks 
anaging 
Other 

Originating 
Other 


wx 


a Participation 
‹ Expenses 


b Commission 


d Gross Profits 


е Discounts 


inating 
roup 


Ori 
é 


Banking 


Selling 
Group 


Group 


f Profits 
iy Overhead 
All ү 
Groups Profis 


116. Rhine-Westphalia Electric Power Corporation, $20,000,000 


I National City 


5 
е 
4 


108,371.13 


108,371.13 


420.000,000.00| 8,035,000.00 


8,092,000.00 e 46,580.65 
107,762.50| 161 840.00|377,973.63|/ 282,205.09 
27,837.80 21,350.00| 19,187.89|e 54,459.16 
79,924.61 140,490.00|328,785.74|A 227,745.93 


117. Пѕедег Steel Corporation, $10,000,000 


1 National 410,000,000.00| 6,425,000.00] 5.215,500.00 e 35,911.01 
Са... b 63,660.74 48,187.50 117,348.75|229,196.09] f 152,915.21 
je — 25,171.99 15,198.75] 40,370.74ļg 35,100.32 
d 63,660.74 23,015.51 102,150.00] 188,826.25]4 117,814.89 
118. Ruhr Gas Corporation, $12,000,000 
1 Dillon, Read... | 37,414.00 
119. Rudolph Karstadt, $15,000,000 
1 Dillon, Read... | | | 111,249.00 
I ! 
120. Dortmund Municipal Urilities, $3,000,000 
2 Harris, Forbes.. P 833,000.00 | | 30,590.00 


121. Ruhr Housing Corporation, $4,600,000 


1 Dillon, Read.. | 


122. Province of Hanover Harz Water Works, $4,000,000 


I Lee, Higginson 
mirnom 


1,975,000.00' — 520,000.00 


а 2,666,606.00| 
b 13,333.33 


9,875.00 13,000.00 


—- 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS— Cont. 
(In dollars) 


a Participation b Commission E 
(eae c Expenses d Gross Profits зщ 
2 Ош f Overhead 

riginaung | Originating | Banking Selling All er 
# Other Group Group Group | Groups | Profes 
123. Prussian Electric Co., $4,000,000 
1 Harris, Forbes ja — 571,428.00 į 2,000.00 
2 Brown Bros a 571,128.00 
S Со.... " А 5,500.00 

2 Equitable Trust |a 574,429.00) j 2,250.00 

2 New York Trust.(a 571,429.00 

2 Internat. Ac- 

cept. Bank....|a — 571,429.00 
2 ). Henry Schro- 
der Bk. Corp..|a 571,429.00 
125. Harpen Mining Corporation, $10,000,000 
1 Nations City 410,000,000.00| 1,559,000.00| 2,495,000.00 e —3,492.51 
DET. b 150,000.00 15,590.00 2,375.00/227,965.00|f 138; 592.85 
i 78,560.00 376.67 16,927.99] 92,861.66 { 17,440.05 
d 74,440.00]  15,213.33| — 45,447.01|135,100.34|À 121,152.80 
126. Berlin City Electric Co., $15,000,000 

1 Dillon, Read / 18,501.00 
i Harris, Forbes |e = —— 750,000.00 : 

& Co Е — 3.750.00 7 13,416.00 

3 Guaraniv Со je — 100:000.00. 100,000.00 ‹ 250.00 

of New York. è — 500.00 2,500.00] 3,000.00|f 2,352.58 
E == 125.00 27242| ``39742 
M — 375.00 2,221.58] 2,602.58 
127. "Hansa" Steamship Line, $5,000,000 
1 Guaranty Co. [а 5,000,000.00| 3,220,000.00| 2,789,000.00 59,577.95 
of New York. | '100.000.00| ' 32:200.00| ' 55,780.00 /187,980.00|/ 54,229.49 
c — 66,022.56 8,050.00 100.00| 74.172.56 
d 33,97744]  24.150.00| — 55,680.00 |113,807.44 
128. City of Hanover, $3,500,000 
1 Brown Bros. а 1,750,000.00, — $00,000.00 
& Co.. b '26250.00 —— 12,500.00| 38,750.00] 
2 Continental а 1,750,000.00} — —— 
Illinois Co. ...À | 26,250.00] —— 
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PARTICIPATION, EXPENSES AND PROFITS OF AMERICAN BANKERS— Cont, 
(In dollars) 


a Participation & Commission 


Banks e Discounts 
1 Managing с Expenses d Gross Profits 7 Profits 
3 Other i « Overhead 
DE DURE Originating | Banking Selling All ai 
3 Other Group Group Group | Groups | Profits 


129. United Industrial Corporation, $5,000,000 


2 Lee, Higginson |a — 835,000.00 
& 


Санта b 1,043,75 — — 1,043.75 
2 Brown Bros. a 625,000.00 — —— 
[e RU — — 4,687.50| 


130. Siemens & Halske A. G., $14,000,000 


1 Dillon, Read... е 1| ; | | 430,990.00 


131. Rhine-Westphalia Electric Power Corporation, $20,000,000 


1 National City 20,000,000.00/10,025,000.00] 8,428,000.00 е 53,008.80 
Cii dosis b 150,000.00 75,187.50| 168,560.00[393,747.50|/ 275,797.24 
— 24,451.37 40,490.00| 64,941.37|e 49,215.24 
d 150,000.00 50,736.13| — 128,070.00/328,806.13]A 226,582.00 
3 Lee, Higginson [a — 500,000.00; 500,000.00) 
& Co b — 3,750.00 10,000. 13,750.00 


132. Berlin City Electric Co., $15,000,000 


f 101,496.00 


1 Dillon, Read Ssss " 
— 750,000.00 f 14,360.00 


3 Harris, Forb 


133. German Government International Loan, $98,250,000 


1 J. Р. Morgan — |a28,983,750.00 . — 
Сота b 428,370.00 663,943.72] 636,695.50 
e — 27,248 22 
d 428,370.00 d (636,695.50 
2 National City — [214,491,875.00| 9,000,000.00| 6,000,000.00 ^ 14,901.88 
Саа b '115,935.00| · 45,000.00| 150,000.00|310,935.00|/ 269,945.62 
k — — 26,087.50 26,087.50|; 36,013.57 
d 115,935.00! — 45,000.00] — 123.912.50|284,847.50|À 233,932.05 
2 Guaranty Со. |a 4,421,250.00| 5,000,000.00| 4,000,000.00 е 6,759.99 
of New York. |è | 35,370.00] | 25,000.00} 100,000.00 |160,370.00|/ 138,060.01 
e — —— 15,55000| 15,550.00| — ...- 
4 35,370.00] — 25,000.00| 84;450.00|144,920.00 : 
а 4,421,250.00| 4,000,000.00| 3,000,000.00 
b ` 35,370.00] · 20,000.00] ` 75,000.00}1 30,370.00) 
4,421,250.00 ae 
35,370.00 i f 80,579.00 
Ы ey: zee 401,645.00 
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Participation, E 


XPENSES AND PROFITS OF AMERICAN BANKERS—Cont. 
(In dollars) 


Participation Ё Commission А 
Rank а pasion |е Discounts 
1 Managing с Expenses d Gross Profits f Praes 
2 Other. : 1 Overhead 
Dgmatng Originating Banking Selling All ct 
J Other toup Group Group | Groups | Profits 


133. German Government International Loan, $98 


SRS ee 


,250,000— Continued 


—— 3,000,000.00 

— 15,000.00 > f 86,697.00 
— 1.000,000.00| 1,000,000. xa 
— 5,000.00] ` 27,500.00) 32,500.00}/ 31,387.50 
— — 250,000.00 : 

— — 6,250.00| 6,250.00 


135. Saxon Public Works, $10,000,000 


8,000,000.00| 5,108,000.00| 4.963,000.00 е 33,438.50 
60,000.00 25,540.00 62,037.50|147,577.50]/ 97,084.16 
2,400.00 6,385.00 8,269.84| 17,054.84|r 28,934.29 
57,600.00 19,155.00| | 53,767.66|130,522.66|h 68,149.87 
2,000,000.00| 1,280, :000:00] 1 ‚ооо 000.60 se 
15,000.00 6,400.00 12,500.00| 33,900.00 


APPENDIX D 
PRIVATELY PLACED LOANS 
The banks in the tables and documents submitted to the 
Senate Committee on Finance gave some details for nine pri- 
vately placed loans. We have excluded those loans from the 


tables in Appendices A. B, and C, but shall present here all 
available data:! 


City of Berlin, $3,000,000, 7 per cent Credit 


Date of offering Nov. 5, 1924 
Managing bank Speyer & Co 

Placed in United States. $3,000,000 
Duration * ..... 5s | Nov. 15, 1924 to Nov. 15, 1925 
Commission (рег сепї)................. 0.5 

Speyer & Co. profit... $2,182.06 


German State Railway Co., $15,000,000, 7 per cent Credit 
(This credit has never been used.) 


Managing bank .............. йар $реуег & Со. 
Planned to place їп United States $10,000,000 
Duratlon «уона retten ran а албайын . Nov. 25, 1924 to Jan. 31, 1926 
Commission (per cent) siis 1.75 
Speyer k- Co. profit id eere $14,092.09 

State of Bremen, $5,000,000, 7 per cent Credit 
Date of offering.........-...-..eeeeeee Jan. 16, 1925 
Managing bank ... Guaranty Co. of New York 
Placed in United States $4,000,000 
Duration 5c АЫ Dec. 1, 1924 to Dec. 1, 1925 
Cost Price ... 93.856 
Offering price ies 94.979 
Profit spread (per cent)..............-- 1.123 
Sold through Guaranty Co. of New York. $4,000,000 
Amount of profit..............-cseeeeee $31,881.92 
Total expenses .. $20,932.12 
Net total profit $10,949.80 
Number of retail эа]ея.................. 77 


! We have supplemented from other sources the data marked with 
an asterisk. The data referring to the State of Saxony credit and 
marked with an asterisk were kindly furnished by Brown Brothers 
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Rheinelbe Union, $6,000,900, 7 per cent Credit 


Managing Kani ooro oa Dillon, Read & Co. 
Placed in United States. iti $4,500,000 
ET TT T. S P E ырыа A ET Apr. 1, 1925 to Apr. 1, 1926 
Purchase price sonara ri en arn 98 

Retail offering ргїсе................... 99 

Gross originating receipts before expenses. None 


State of Saxony, $2,000,000, 5.75 per cent * Credit 


Managing bank * New York Trust Co. 


ИСА А «cose p OI edit . Mar. 24 to Sept. 24, 1926 
Distribution: New York Trust Co.* " $1,000,000 

Brown Bros. & Co........ $1,000,000 
Brown Bros. & Co. ргоЁт............... $1,500 


United Glanzstoff Manufacturing Corporation, $3,000,000, 
5.5 per cont Credit 


Disteofero ning oisomcecescnt таат May 19, 1927 
Managing bank ... is Speyer & Co. 
Duration: „аиан: .. July 1, 1927 to July 1, 1930 
Original purchase price.. Я Ma 97 
Public subscription ргісе................ 98.65 
Spread (per сеп?)..... ананна: 1.65 
Speyer & Co. ргоћг..,................. $19,781.96 

Free State of Prussia, $5,000,000 Credit 
Managing bank о erre Harris, Forbes & Co. 


Placed in United State 
Duration 


$4,000,000 
May 24 to Aug. 24, 1927 


Renewal Aug. 24 to Nov. 23, 1927 
Purchase price, original and renewal... 98.6125 and 98.627 
Offering price, original and renewal.... 100 and 98.778 
Gross spread (per cent) original and 
yenewal ostrea КЬ neg etin 1.3875 and 0.151 
Distribution: Harris, Forbes & Co $1,000,000 
Brown Bros. & Co.... $1,000,000 
Equitable Trust Co... is $1,000,000 
New York Trust Co....... $1,000,000 
Mendelssohn & Co., Amster- 
dam vesc Res $1,000,000 
Profit, Harris, Farbes & Co., original and 
ТЕЛКЕ uoce: ades cond etu on die rod $2,000 and None 
Profit, Brown Bros. & Co., original and 
HEME Wl E PETE E aeter D pA ARR $3,000 


Profit, Equitable Trust Co., original and 
renewal © careers йрн И EE E None 
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Leipzig City Bank, $2,500,000, 5.5 per cent Credit 


Date of оЁегіпр....................... Sept. 9, 1927 
Managing bank ........ Lee, Higginson & Co. 
Placed in United States.. e $2,500,000 
Duration *: $1,000,000 .. .- . June 23, 1927 to June 23, 1928 
5195007000 octets Aug. 24, 1927 to Aug. 24, 1923 

Commission to purchase group (per cent). 1 
Lee, Higginson & Co., participation in 

purchase group ......ssseee n УЫ, $1,250,000 
Lee, Higginson & Co., total gross profit. . $12,500 


Rhine-Westphalia Electric Power Corporation, $7,500,000, 
7 per cent Credit 


Date of offering. ATE Feb. 20, 1931 
Managing bank .............-- sos Тһе National City Co. 
Düration- о саа Feb. 2, 1931 to Feb. 1, 1936 
Amount outstanding June 1, 1932 : $7,500,000 

Cost ресе: анн ынена BP 95.5 

Offering priee ‚иы. иати ни remm ntes 97 

Spread (per сепё)..................... 1.5 

Sold through The National City Co.*... $7,500,000 
Gross рой осуз дин ыен ойде $42,030 
DITADnOMC LR None 

General ехрепѕе ...................... $33,825 

Net "profit. ето sews is $8,205 
Number of retail sales 73 


APPENDIX E 


WARNINGS OF THE STATE DEPARTMENT AND 
THE AGENT GENERAL FOR REPARATION 
PAYMENTS 


We shall reproduce here some documents embodying Ameri- 
can warnings against German loans. In order to give a better 
understanding of the special attitude of the Department of State 
towards German loans, we shall begin with an announcement of 
March 3, 1922, referring to the flotation of foreign loans in 
general. The next document is an analysis of the Department’s 
attitude towards foreign loans in the last decade, given to the 
press on January 7, 1932; in its concluding paragraph, it points 
to a difference of policy in the case of German and Austrian 
loans as against other foreign loans. The third document is an 
historical abstract of the Department's procedure in the case of 
German loans, also given to the press on January 7, 1932. The 
fourth document is an opinion by Sir William Leese of the Bank 
of England sent in October 1926 to the Agent General for 
Reparation Payments, who placed this opinion before the Rep- 
aration Commission and before certain American bankers. The 
fifth document is a letter, dated Paris, November 3, 1926, 
written by Mr. Gilbert to an American bank. The last docu- 
ment is an opinion by Mr. Gilbert on the relation of German 
foreign loans to reparation payments contained in his report of 


December 10, 1927. 


1. DEPARTMENT OF STATE, PRESS RELEASE ON FLOTA- 
TION OF FOREIGN LOANS, MARCH 3, 1922 


At a conference held last summer between the President, cer- 
tain members of the Cabinet and a number of American invest- 
ment bankers, the interest of the government in the public flo- 
tation of issues of foreign bonds in the American market was 
informally discussed and the desire of the government to be duly 
and adequately informed regarding such transactions before their 


207 


208 PROFITS FROM GERMAN LOANS 


consummation, so that it might express itself regarding them if 
that should be requested or seem desirable, was fully explained. 
Subsequently the President was informed by the bankers that 
they and their associates were in harmony with the government's 
wishes and would act accordingly. 

The desirability of such co-operation, however, does not seem 
sufficiently well understood in banking and investment circles. 

The flotation of foreign bond issues in the American market 
is assuming an increasing importance and on account of the 
hearing of such operations upon the proper conduct of affairs, it 
is hoped that American concerns that contemplate making for- 
eign loans will inform the Department of State in due time of 
the essential facts and of subsequent developments of importance. 
Responsible American bankers will be competent to determine 
what information they should furnish and when it should be 
supplied. 

American concerns that wish to ascertain the attitude of the 
Department regarding any projected loan should request the 
Secretary of State, in writing, for an expression of the Depart- 
ment’s views. The Department will then give the matter con- 
sideration and, in the light of the information in its possession, 
endeavor to say whether objection to the loan in question does 
or does not exist, but it should be carefully noted that the 
absence of a statement from the Department, even though the 
Department may have been fully informed, does not indicate 
either acquiescence or objection. The Department will reply as 
promptly as possible to such inquiries. 

The Department of State can not, of course, require Ameri- 
can bankers to consult it. It will not pass upon the merits of 
foreign loans as business propositions, nor assume any responsi- 
bility whatever in connection with loan transactions. Offers for 
foreign loans should not, therefore, state or imply that they are 
contingent upon an expression from the Department of State 
regarding them, nor should any prospectus or contract refer 
to the attitude of this government. The Department believes 
that in view of the possible national interests involved it should 
have the opportunity of saying to the underwriters concerned, 
should it appear advisable to do so, that there is or is not 
objection to any particular issue. 
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П. DEPARTMENT OF STATE, PRESS RELEASE ON FOREIGN 
LOANS, JANUARY 7, 1932 


The Department of State has not passed on the security or 
the merits of foreign loans. The sole aim of the Department 
has been in the interest of the citizens of the United States in 
connection with its foreign relations. 

These ideas have been repeatedly communicated to the public 
and the public has been made to understand that the Depart- 
ment’s action carried no implication as to government ap- 
proval of loans. In fact, it may be said that no foreign loan 
has ever been made which purported to have the approval of 
the American government as to the intrinsic value of the loan. 

The arrangement in accordance with which banks or other 
institutions publicly offering foreign securities for sale inform 
the American government of contemplated issues in advance of 
sale arose after the war, when the American capital market 
assumed leading importance as a source of financial aid and re- 
construction. President Harding early in his administration 
expressed informally to American bankers the desire of the gov- 
ernment to be informed. In order to clarify the government's 
purposes and to establish uniformity of procedure, the Depart- 
ment of State on March 3, 1922, issued the public announcement 
attached ! requesting that communications regarding loans which 
the bankers proposed to issue, should be in writing and addressed 
to the Secretary of State. The procedure of consultation between 
various interested branches of the government has varied slightly 
from time to time, as well as the range of lending activity of 
which the Department has wished to take notice, and the phrases 
employed in replying to the bankers. But the principles ex- 
pounded in this first public notice have remained fully in force, 
and continue to represent accurately the basis, the purposes and 
the limitations of Department practice. 

On the whole the Department does not ask that it be notified 
of purchases of foreign securities without intention of public sale, 
nor of issues of stack or listing of stock of foreign enterprises оп 
American stock exchanges. Similarly, security issues of American 
enterprises, the proceeds of which are employed to acquire or 
operate properties abroad have generally not been referred to it 


1See Dacument | of this Appendix. 
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for notice. The practice of notifying the Department of con- 
templated issues of securities for foreign private industrial en- 
terprises has on the whole been less strictly observed and con- 
strued than that of notification of government security issues. 

The practice was first established with the idea of safeguard- 
ing essential American interests that might be affected by the 
process of foreign investment; it has been maintained as an in- 
formal, comparatively light and flexible check against the posst- 
bility that contemplated loan issues might run counter to some 
governmental policy or aim. 

At every opportunity the Department has made clear to the 
bankers and interested public that this practice of advance noti- 
fication to the Department and the absence of objection and com- 
ment by the Department must in no way be considered or por- 
trayed as approval of the loan. The Department has never 
assumed responsibility for the wisdom or worth of the loans of 
which it was informed. Its responses avoid all judgment of the 
matters of business risk involved, and in no way represent 
measurement of the merit of any foreign loan as a business 
proposition either for the bankers or investors. In various in- 
stances the Department, without assuming authority or taking 
responsibility, has pointed out to banking groups features of 
contemplated loan arrangements which seemed obscure or un- 
sound, or has called their attention to some feature of the 
financial or economic position of the borrowing country or en- 
terprise that might be overlooked : but all this was done merely 
as information and without assumption of responsibility. 

This attitude has perhaps been best stated in the report of the 
Secretary of the Treasury of 1926: 


“The question of the soundness of a particular loan is not 
one upon which the federal government should pass, but it is 
the banker floating the loan in this country who must decide 
this question in the first instance, and it is the investor using 
his savings to acquire the security who must finally decide 
whether or not the risk is to be accepted." 


Furthermore, the Department has guarded against the pos- 
sible employment by banking houses of the exchange of com- 
munications between them and the Department in such a way 
as to assist in the sale of securities. It instructed all institutions 
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that announcements offering forcign loans for sale should not 
state that they are contingent upon an expression from the 
Department of State regarding them, and that prospectuses and 
contracts should contain no reference to the attitude of the 
Department. 

Furthermore, as was stated in the report made by the Secretary 
of State in response to Senate Resolution No. 293 (see Senate 
Document No. 187, 71st Congress, 2d Session), in its replies 
the Department of State has often been the spokesman of con- 
siderations advanced by other executive departments of this gov- 
ernment. For example, the Department of State carried out the 
policy recommended by the World War Foreign Debt Com- 
mission of objections to loans to nations which had not funded 
their national indebtedness to the United States. 

In ordinary practice the form of words employed by the 
Department of State in acknowledging the advance notice of 


contemplated loan issues has been, with immaterial variation, 
as follows: 


“In the light of the information before it, the Department 
of State offers na objection to the flotation of this issue in the 
American market." 


Or, in the very infrequent instances where some reason led 
the Department to the contrary judgment, the Department 
usually after explaining the reason therefor, employed in general 
merely the negative of this form: 


“You will, therefore, appreciate that this Department is not 
in a position to indicate that it perceives no objection to the 
] 
financing to which you refer.” 


This form of reply was, after a first brief period, regularly sup- 
plemented by the further paragraph: 


“ You of course appreciate that, as pointed out in the Depart- 
ment’s announcement of March 3, 1922, the Department of 
State does not pass upon the merits of foreign loans as business 
propositions nor assume any responsibility in connection with 
such transactions, also that no reference to the attitude of this 
government should be made in any prospectus or otherwise.” 


tw 
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Beginning August 1929 it was decided to expedite the pro- 
cedure of consultation with other departments of this govern- 
ment, and to simplify the forms used. Replies to bankers’ letters 
were reduced merely to a brief paragraph of acknowledgment, 
followed by the sentence: 


“In reply you are informed that the Department is not 
interested in the proposed financing.” 


In the case of Germany where the German financial authori- 
ties endeavored to guard and control borrowing by public author- 
ities and set up for this purpose an advisory board which, how- 
ever, under the German Constitution could not be given 
mandatory powers. the Department took cognizance of this 
situation and also of certain other special considerations, and its 
replies to the bankers called attention to various special features 
of the German situation. The replies therefore took on a some- 
what more extended form, preserving, however, the notice to 
the effect that the Department did not pass upon the merits of 
loans as business propositions nor assume any responsibility in 
connection with them. A somewhat similar policy was observed 
with respect to Austrian loans for a limited time. 


III. DEPARTMENT OF STATE, PRESS RELEASE ON GERMAN 
LOANS, JANUARY 7, 1932 


Prior to the putting into force of the Dawes Plan in October, 
1924, and the issue of the Dawes loan, there were no flotations 
in the American market of German loans payable in dollars, and 
in regard to the few public offerings of mark securities of which 
the Department was notified by American investment houses, 
the Department merely reserved its complete liberty of action 
in any contingency that might arise. 

The American slice of the Dawes loan, issued in October, 
1924, was the first German dollar loan distributed in this coun- 
try. The Department, in reply to the bankers’ notification of this 
issue merely employed the common “ no objection " form given 
above. 

With the first subsequent German dollar loans, in December 
1924 the Department began to call attention to various special 
considerations which it believed should be taken into account in 
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arranging German financing. The earliest form used to convey 
these observations (as taken from a letter written in regard to 
a proposed issue for the State of Bremen) was as follows: 


“In connection with this financing, the Department has al- 
ready invited your attention to the provisions of Article 248 of 
the Treaty of Versailles under which the cost of reparations and 
other costs arising under that Treaty and all agreements supple- 
mentary thereto, are constituted a first charge upon all the assets 
and revenues of the German Empire and its constituent states, 
subject to such exceptions as the Reparation Commission may 
approve. The Department has also referred you to the provisions 
of a decree passed by the German government on November 1, 
1924, providing that authority must be obtained from the Fed- 
.cral Minister of Finance for the flotation of foreign loans. 
The possible bearing of the Dawes Plan upon the future service 
of German loans floated in foreign markets has also been brought 
to your attention. 

“Subject to these considerations, and in the light of the in- 
formation at hand, 1 take pleasure in informing you that this 
Department offers no objection to the financing in question." 


In February 1925, as exemplified in the letter written as 
regards the first issue of Saxon Public Works bonds, the form 
was reduced as follows: 


“The Department assumes that appropriate examination has 
been made in connection with the proposed loan of the provisions 
of Article 248 of the Treaty of Versailles, and of the possible 
effect of the Dawes Plan upon the transaction. 

“Subject to the foregoing considerations, 1 beg to inform 
you that in the light of the information before it, the Depart- 
ment of State offers no objection to the flotation of this issue in 
the American market." 


During this period (October 1924—August 1925) in regard 
to the flotation of loans by private German enterprises, the 
Department used merely the “ no objection " formula in common 
use. А 

Beginning August 11, 1925 (in the case of a proposed issue 
for the City of Munich) the Department developed the follow- 

15 
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ing form which, with variants, it continued until October 1925 
to send to bankers considering the issue of all German loans: 


“ It is presumed that in considering the disposal of these securi- 
ties to your American clients you have made sufficient investiga- 
tion into the purposes to which the money proceeds will be 
devoted ta assure yourselves that the loan will increase the 
productivity of Germany in an amount at least sufficient to 
furnish, directly or indirectly, the exchange necessary for the 
service of the loan and to facilitate payments under the Dawes 
Plan. It is also presumed that, in connection with the pro- 
posed loan, you have considered the provisions of the Dawes 
Plan relating to the control of the transfer of German payments 
made pursuant to that plan. The Department of State does 
not wish to express any view at this time as to the interpretation 
and application of these provisions or as to their effects if any 
upon the service and repayment of loans such as that in question, 
and the Department of course reserves full liberty to take such 
action if any in the matter in the future as may be appropriate. 
The Department feels, however, that it should call these matters 
to your attention.” 


Beginning in October 1925 a still more extensive form of reply 
was developed which ran as follows (as exemplified by the City 
of Frankfort loan) : 


“ Since the flotation of the German external loan provided for 
by the Dawes Plan, offerings of German loans in the American 
market have aggregated, according to the information before this 
Department, more than $150,000,000, and it appears that a con- 
siderable volume of additional German financing is now in 
contemplation. In addition to the public offerings referred to 
above, the Department is informed that a large amount of 
private bank and commercial credits has been extended to 
German interests during the past year. 

“ In these circumstances the Department believes that Ameri- 
can bankers should examine with particular care all German 
financing that is brought to their attention, with a view to ascer- 
taining whether the loan proceeds are to be used for productive 
and self-supporting objects that will improve, directly or in- 
directly, the economic condition of Germany and tend to aid that 
country in meeting its financial obligations at home and abroad. 
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In this connection I feel that I should inform you that the 
Department is advised that the German federal authorities 
themselves are not disposed to view with favor the indiscriminate 
placing of German loans in the American market, particularly 
when the borrowers are German municipalities and the purposes 
are not productive. 

“ Moreover it cannot be said at this time that serious com- 
plications in connection with interest and amortization payments 
by German borrowers may not arise from possible future action 
by the Agent General and the Transfer Committee. While the 
Department of State does not wish to be understood as passing 
upon the interpretation or application of the provisions of the 
Dawes Plan, or upon their effect, if any, upon loans such as the 
one now under consideration by you, it desires to point out that 
there is no clear indication of what the attitude of the Agent 
General and the Transfer Committee would be towards such 
loans in the event of a scarcity of available foreign exchange 
embarrassing their operations in effecting the transfers necessary 
to the execution of the Dawes Plan. It seems to the Department, 
therefore, that before issuing such loans you should inform 
yourselves whether the Transfer Committee will place any 
priorities or obstacles in the way of transferring funds for the 
payment of principal and interest and that you should make clear 
to your clients the full situation. 

“These risks, which obviously concern the investing public, 
should in the opinion of the Department be cleared up by you 
before any action is taken. If they cannot be definitely eliminated, 
the Department believes that you should consider whether you 


do not owe a duty to your prospective clients fully to advise them 
of the situation. 

“While the foregoing considerations involve questions of 
business risk, and while the Department does not in any case 
pass upon the merits of foreign loans as business propositions, 
it is unwilling, in view of the uncertainties of the situation, to 
allow the matter to pass without calling the foregoing considera- 
tions to your attention. In reply to your inquiry, however, I 
beg to state that there appear to be no questions of government 
policy involved which would justify the Department in offering 
objection to the loan in question.” 
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In the case of proposed issues of loans for constituent states 
of the German Reich, the Department added in the above form 
letter a paragraph regarding Article 248 similar to the one in use 
in the earlier periods. This added paragraph ultimately read, 
with minor variants adapted to the particular case, as fallows: 


“ A further point which the Department feels should be con- 
sidered by you in connection with the proposed loan is the 
provision of Article 248 of the Treaty of Versailles under which 
“a first charge upon all the assets and revenues of the German 
Empire and its constituent states ' is created in favor of repara- 
tion and other treaty payments, subject ‘to such exceptions, as 
the Reparation Commission may approve. " 


This letter with the omission of the penultimate paragraph 
was stabilized November 21, 1925, and continued in use with 
changes only in the introductory paragraph and in the reference 
to the indications of the attitude of the Agent General for 
Reparation Payments, until July 1929, after the report of the 
Young Committee.* 


* The two most important of varying forms in referring to the atti- 
tude of the Agent General for Reparation Payments were as follows: 

(1) Used іп the earlier period beginning in December 1925: “ More- 
over it cannot be said at this time that serious complications in con- 
nection with interest and amortization payments by German borrowers 
may not arise from possible future action by the Agent General and 
the Transfer Committee. ]n this connection your attention is called 
to 2 public statement by Mr. Gilbert on November 11, 1925, to the 
effect thar the Transfer Committee is not in a position to give assurances 
concerning the payment of interest or amortization on the German loans 
floated abroad. While the Department of State does not wish to 
be understood as passing upon the interpretation or application of the 
provisions of the Dawes Plan, or upon their effect, if any, upon loans 
such as the one now under consideration by your firm, it believes that 
in the interest of yourselves and of your prospective clients you 
should give careful consideration to this question." 

(2) Beginning in January 1928, the following was substituted for 
the second sentence in the preceding form: " In this connection your at- 
tention is called to the statement in the report of the Agent General 
for Reparation Payments of December 10, 1927, that with the one 
exception of the German external loan, 1924, the Transfer Committee 
and the Agent General for Reparation Payments have always stated 
in answer to inquiries that they were not in a position to give any 
assurance whatever as to the service of loans of the German Reich, 
the states or the communes, or of German companies or other under- 
takings that might be floated abroad." 
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Beginning in July 1929, after the publication of the report 
of the Young Committee, June 7, 1929, the Department discon- 
tinued the use of this long form of response which referred to 
the Agent General for Reparation Payments and the Transfer 
Committee organization under the Dawes Plan, and replied 
to letters regarding German loans in the same very brief formula 
then adopted for other foreign loans, namely, “ The Department 
is not interested in the proposed financing.” In response to 
advices regarding the issue of the Young Plan loan, this formula 
appeared to be somewhat inappropriate and the reply was, ‘ The 
Department does not desire to interpose objection to the proposed 
financing.” 

The formula “ ‘The Department is not interested in the pro- 
posed financing ” remains the standard practice up to the present 
date. 


IV. LETTER OF SIR WILLIAM LEESE, OCTOBER 26, 1926 ° 


The question upon which | am asked to advise is whether cer- 
tain statements in the prospectus issued by the City of Hamburg 
and State of Prussia in connection with their recent loans con- 
flict with the terms of the German external loan of 1924. 
The statements to which I am referring relate (a) to security 
and (b) to the retention or acquisition of foreign currency. 

(a) Security. 

In both prospectuses it is stated that no part of the state 
revenues or priority has been pledged by the state in question as 
security for any loan and a covenant is given that in the event of 
any future pledge or charge the bonds of the present issue shall 
be secured by such pledge or charge equally and ratably with 
other indebtedness thereby secured. 

In each case it is further stated that some of the enterprises in 
which the state is interested have to make early payments to 
the Reich in respect of obligations under the Dawes Plan in the 
same manner as private industries of like character. 

In the Prussian prospectus, but not in the Hamburg pro- 
spectus, reference is made to Article 248 of the Treaty of Ver- 


272 Cong. 1 sess., Sale of Foreign Bonds or Securities in the United 
States, Hearings on S. res. 19 before the Committee on Finance, pp. 
1582-83. 
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sailles and to the fact that certain specific revenues are pledged 
to secure the payments which have to be made by Germany under 
the Dawes Plan. 

Notwithstanding this reference in the Prussian prospectus, the 
impression which both prospectuses are calculated and perhaps 
intended to make on the mind of the investor is that the general 
charge imposed by the Treaty of Versailles upon “all the assets 
and revenues of the German Empire and its constituent states " 
no longer affects the assets and revenues of the constituent states, 
but has been superseded or satisfied by the Dawes Plan. 

It is necessary then to consider the accuracy of this impression 
and, if it is inaccurate, the possible effect upon holders of the 
1924 external loan and of the newly issued state loans. 

It may well be that so long as Germany performs her obliga- 
tions under the Dawes Plan, no further charge could, consis- 
tently with that plan and with the London Agreements, be im- 
posed, For an essential feature of the plan is the ultimate defini- 
tion of Germany’s obligations. But the treaty charge has not 
been superseded and a failure by Germany to comply with the 
Dawes Plan might make it necessary to assert the treaty charge. 

It follows that the impression made by the prospectus is in- 
accurate and it appears to me that the inaccuracy might have been 
avoided. For since Article 248 enables the Reparations Com- 
mission to exclude particular assets and revenues from the treaty 
charge, the state issuing a loan in terms which state or imply 
that its assets and revenues are not subject to any charge should 
first safeguard its position and that of the bondholders by apply- 
ing to the commission for the necessary exemption. 

In what way were then our holders of the 1924 external loan 
and the state bonds, respectively affected? And can any conflict 
arise between them? 

Security for the 1924 loan is: 

1. The direct obligation of the German government, which 
is not, in the legal sense, a security or charge. 

2. A first charge on the payments provided bv the Dawes 
Plan. 

3. A first charge by way of collateral security on the controlled 
révenues. 

The 1924 loan therefore rests for security on the Dawes 
Plan. It is not supported by the general treaty charge, but 
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only by its payments made under the plan and collateral security, 
which, as part of the plan, is given for this. If the plan breaks 
down and the collateral security is inadequate for the payments, 
to be made under it or even for service of the loan, the bond- 
holders are not entitled to assert the general treaty charge in 
their favor. 

It is possible that if (1) the Dawes Plan broke down and 
(2) the Reparations Commission then decided to enforce the 
treaty charge upon state revenues and assets, and (3) further 
decided to support the 1924 loan by means of this new charge, 
a conflict might arise between the 1924 bondholders who would 
then claim the benefit of such new charge and the holders of 
state bonds who would claim that they had taken their bonds 
upon the faith of the statement that the state revenues and assets 
were charged. 

But it is, I think, only in this remote sense that upon the 
question of security any possibility of conflict could arise. While 
the Dawes Plan stands there is I think no such possibility. 

(b) The retention or acquisition of foreign currency. 

Upon this point both prospectuses are in my opinion sub- 
stantially untrue and misleading. They state that no German 
law nor any international engagement assumed by the German 
government involves any restriction upon the acquisition by the 
state in question of the foreign exchange requested to meet the 
external obligations evidenced by its bonds. This may be liter- 
ally true in the sense that at the present moment, so far as I 
am aware, it has not been found necessary by the German govern- 
ment to impose in any quarter any restricrion upon the acquisition 
of foreign currency and perhaps for that reason it is more mis- 
leading, for it is far from the whole truth. 

'The fact of the Dawes Plan and London Agreements (see 
Dawes Plan, Sec. XIII and Annex 6, sec. 7. Blue Book pp. 35. 
36, 110, 112) is that if it becomes necessary in order to safeguard 
the transfer of funds representing payments to be made under 
the plan, including services of the external loan, many will 
take all such steps as are necessary on her part to control foreign 
exchange. And it is not to be doubted that this is a vital part 
both of the plan as a whole and of the scheme of the external 
loan. Germany, therefore, has in effect assumed an obligation 
which may at any moment make it necessary for her to restrict 
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the acquisition of foreign currency, either by individuals or by 
her constituent states. If the occasion arises and she fulfills her 
obligations, the result may be to prejudice the holders of the 
new state bonds. The holders of the 1924 loan, whose rights 
are clearly set out in the statement of Doctor Luther attached 
to the prospectuses of that loan will not, I think, be affected 
except that it may be more difficult to make Germany fulfill her 
obligations if by so doing she will bring herself into conflict with 
the constituent states. 


V. LETTER OF S. PARKER GILBERT TO AN AMERICAN 
BANK, NOVEMBER 3, 1926 ° 


I am constantly amazed at the recklessness of American bankers 
in offering to the public the securities of German states on the 
basis of the purely German view of Article 248 of the Treaty 
of Versailles. It is true that the article is a difficult one to 
interpret, but one thing at least is clear, namely, that the Repara- 
tions Commission and the Allied governments have never ac- 
cepted the German point of view as to the meaning of the article. 

I should personally go further and say that from a legal stand 
point the argument for the German position impresses me as un- 
convincing. In any event, the fact remains that the Treaty of 
Versailles is not a unilateral document and it follows, I think, 
that a German interpretation of it which is not in any respect 
accepted by the other signatory governments has no legal im- 
portance. 

It is a simple matter, of course, to get letters from the financial 
authorities of the German states setting forth the German point 
of view and I can easily understand the willingness of the Ger- 
man authorities to sign letters stating the German point of view, 
but it does seem to me difficult to justify the action of the Ameri- 
can bankers in offering the securities to the public on the basis 
of such letters without giving the slightest hint that the German 
point of view is not accepted by the Allied governments and that, 
in fact, the Allied point of view is diametrically opposed. 

I have just noticed in the New York Times the American 
prospectus for the recent loan of the State of Hamburg. I don't 
know whether this is a prospectus which the office [to which 


^'The same, pp. 1581-82. 
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Gilbert was writing] had to pass on, but it does seem to me 
open ta much the same criticism. It isa German view as I under- 
stand it that Article 248 is in suspense so long as Germany 
faithfully performs her obligations under the expert’s plan, but 
this is purely a German contention and it has not been accepted 
by either the Allied governments or any of the reparations 
authorities. 


VI. RELATION OF GERMAN FOREIGN LOANS TO REPARA- 
TION PAYMENTS 


(Bv S. Parker GILBERT 1) 


‘The position of the Transfer Committee and of the Agent 
General for Reparation Payments has been entirely clear at all 
times. It may be worth restating in order to avoid any possibility 
of misunderstanding. 

The German external loan, 1924, is in a class by itself. This 
loan was issued pursuant to the terms of the experts’ plan and 
the London Agreements, and the funds for the service of the 
loan are provided out of the annuities payable by Germany under 
the plan. The Reparation Commission, by its decisions of 
October 13, 1924, made the service of this loan a first charge 
on all receipts under the plan, a first charge by way of collateral 
security on the controlled revenues, and a first charge on any 
other assets or revenues of Germany to which the powers of the 
Commission extend under the Treaty of Versailles. The Ger- 
man government in addition recognized the service of the loan 
as a direct and unconditional obligation of the Reich, chargeable 
on all its assets and revenues. The Transfer Committee, on 
October 31, 1924, took appropriate action for ensuring the 
service of the loan, recognizing its priority and giving it an 
absolute right of remittance irrespective of the effect upon the 
exchange. The German government, the Agent General for 
Reparation Payments, the Commissioner for the German Rail- 
ways, the "Trustee for the German Railway Bonds, and the 
"Trustee for the German Industrial Debentures, all took note of 
the action of the Reparation Commission and the Transfer Com- 
mittee and gave assurance of their co-operation to the same end. 


4 Report of the Agent General for Reparation Payments, Dec. 10, 
1927, pp. 100-02. 
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There have been no other external loans of the Reich since 
the German external loan, 1924, so that no question has arisen 
in the meantime as to any loan of the Reich. But there have 
been numerous external loans of the German federal states 
within the past three years. As to these loans of the states, it 
has already been pointed out, in the report of November 30, 
1926, that, “ The provisions of Article 248 of the Treaty of 
Versailles, which affect foreign loans of the states as well as those 
of the Reich, appear to have exercised less restraining influence 
than their terms would presuppose. The Treaty says: 


“Subject to such exceptions as the Reparation Commission 
may approve, a first charge upon all the assets and revenues of 
the German Empire and its constituent states shall be the cost 
of reparation and all other costs arising under the present Treaty 
or any treaties or agreements supplementary thereto or under 
arrangements concluded between Germany and the Allied and 
Associated Powers during the Armistice or its extensions." 


Up to the end of 1926 ten loans of states had been sold in 
foreign markets, including four loans of German cities which 
have the standing of states. In none of these cases was any 
application made to the Reparation Commission for an exception 
under the treaty provisions, and no such application has been 
made in connection with any of the five loans placed in 1927. 
In only one case, that of the Prussian loan of September, 1926, 
has the German government brought a loan formally to the at- 
tention of the Reparation Commission or the Transfer Coin- 
mittee, and then on the ground that it was complying with as- 
surances, given the year before, that it would notify the Trans- 
fer Committee simultaneously with the Reparation Commission 
of any impending foreign payments. The Agent General for 
Reparation Payments in replying to this notification under date 
of September 20, 1926, called attention to the fact that the loan 
prospectus made only a partial quotation of Article 248 of the 
Treaty, and said: 


“In response to their informal inquiries, which were first 
made some months ago, I have consistently advised both the 
Finance Ministry of the Reich and the issuing bankers that in 
the absence of an express exception by the Reparation Com- 
mission an external loan of the State of Prussia must be regarded 
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as ranking secondary to the payment of reparations under the 
Treaty of Versailles as well as under the experts’ plan. I have 
stated, further, that the procedure to be followed, in case such 
an exception were desired, has already been indicated by the 
procedure actually followed in connection with the German 
external loan, 1924. To that loan the Reparation Commission 
granted a priority over the payment of reparations, and the 
‘Transfer Committee, by appropriate resolution, recognized that 
priority as against the transfer of reparation payments. Neither 
the government of the Reich, nor the Prussian government, nor 
the issuing bankers, so far as the Transfer Committee is advised, 
have made any application for an exception to Article 248 in 
connection with the external loan of the State of Prussia, and 
the Transfer Committee understands, therefore, that the sec- 
ondary character of the Prussian loan is recognized.” 


In the same letter, in commenting upon a statement which 
appeared tn the prospectus over the name of the Prussian Finance 
Minister to the effect that, “ Neither German law nor any in- 
ternational engagements assumed by the German government 
involve any restrictions upon the acquisition by the Free State 
of Prussia of the foreign exchange requisite to meet the external 


obligations to be evidenced by these bands,” the Agent General 
said: 


“The Transfer Committee finds itself unable to accept this 
statement, and feels that in the absence of an express exception 
under Article 248 of the Treaty of Versailles this statement 
cannot properly be made, when any loan of the Reich or any 
of the federal states is concerned, unless qualified by reference 
to the priority of reparation payments and transfers. In view 
of the secondary character of the external loan of the State of 
Prussia, as regards both reparation payments and reparation 
transfers, and in view also of the relatively large share of the 
annual budget of the State of Prussia which is financed by 
transfers of revenue from the German Reich, the Transfer 
Committee considers that the service of the Prussian external 
loan must necessarily be regarded as secondary to the obligations 
in respect to the transfer of reparation payments which the 
German government has assumed by virtue of the experts’ plan 
and the London Agreements.” 
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Wherever the question has arisen, in other words, the Trans- 
fer Committee and the Agent General for Reparation Payments 
have made full reservations of the legal rights of the creditor 
Powers under the Treaty of Versailles and the experts’ plan. 
This, indeed, was their manifest duty. 

The plan did not give to the Transfer Committee or the 
Agent General for Reparation Payments any power to super- 
vise or control the issue of foreign loans of the German Reich, 
the states or the communes, or of German companies or other 
undertakings, and except in the case of the German external loan, 
1924, the funds for the service of these loans, whenever issued, 
do not pass through the hands of the Transfer Committee or 
the Agent General. With the one exception, therefore, of the 
German external loan, 1924, the Transfer Committee and the 
Agent General for Reparation Payments have always stated, 
in answer to inquiries, that they were not in a position to give 
any assurances whatever as to the service of any of these loans 
that might be floated abroad. The general powers of the Trans- 
fer Committee and the Agent General with respect to the trans- 
fer of reparation payments and the German exchange are matters 
of public record, in the Treaty and the plan. In substance, 
therefore, the position is that bankers and investors have been 
left free to make up their own minds as to the investment merits 
of foreign loans issued by German public authorities or private 
undertakings, in much the same manner as would be done with 
any other investments. 
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